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TWENTY-THIRD FINANCIAL STATEMENT 


MICHIGAN MUTUAL LIABILITY CO. 


DETROIT, MICHIGAN 
FISCAL YEAR ENDING DECEMBER 31, 1934 


This statement and all Security and Reserve valuations prepared strictly in accordance with the conservative re- 
quirements of the Michigan Department of Insurance, hence on a liquidation basis. 


Assets or Resources Liabilities and Surplus 


Cash ....... eee ee eee eeee $ 419,575.91 Indemnities on Adjusted Claims. $1,072,838.97 


In Office and in Government insured 


Banks 
United States Government Bonds 320,695.27 
Unquestionable National Obligations. 


- iy Ino- > Iremi . / 2 
State and Municipal Bonds. .... 1,284,681.08 Jnearned Premiums ......... 1,343,232.95 


Reserved for service yet to be rendered 


Reserved for Losses not yet due and 


computed as required by the Mich- 
igan Reserve Statute. 





Valued strictly in accordance with — 
the rulings of the Michigan Commis computed as required by Michigan 
sioner of Insurance Reserve Statute 
Industrial Stocks ( Market Value) 25,500.00 Borrowed Mc mney ee eT ree net NONE 
Only highest grade Industrial Listed } 
Stocks ae Voluntary Contingent Reserve 
Real Estate and Buildings...... 275,000.00 for Future Fluctuation of Se- 
Conservative official appraisal of our aun : Se - > ie 
Industrial Hospital and Home Office curity Values and Other Re ‘ 
Site a ee es er 191,311.16 
Real Estate Investments....... 194,703.33 Reserved for any possible future fluc 
Income Residential Properties either tuation in security values and other 
leased or sold on sound land con contingencies. All securities are valued 
tracts strictly in accordance with the rulings 
- | SO Se eee 2 2 of the Michigan Commissioner of 
Real Estate Mortgages........ 311,031.46 “nee 
First liens on conservatively ap eee ery 
praised improved property only. Total Liabilities Terre ee ee eT $2,607,383.08 
Premiums in Course of Collection 982,622.49 Guarantee Reserve Fund..... $394,241.25 
© lila tie (ca anielee verte: tatucadasell PUG GOCE oon 0 ts cc's 835,419.23 
Our bad account loss average 18 less SURPLUS TO POLICYHOLDERS oeeee $1,229,660.48 
than 1%. nae ~ 
Bills Receivable ............. 4,366.63 Our Dividends Are Yours” 
Secured by deposits in Guarantee Re Total Dividends Declared. .$4,430,234.83 
serve Fund NS SH cc ceecwccdas 835,419.23 
Accrued Interest on Securities. . 18,867.39 Total Earnings (Dividends 
Sound values, but not yet received and Surplus) .......... $5,265,654.06 
TOTAL NET RESOURCES. . $3,837,043.56 Es is hk eed eee $3,837,043.56 


TOTAL DIVIDENDS TO POLICYHOLDERS—$4,430,234.83 





The foregoing statement should be of vital interest to those executives on whom rests the responsibility for 
properly protecting themselves or their business with dependable insurance in 


WORKMEN’S COMPENSATION—AUTOMOBILE—GENERAL 
PUBLIC LIABILITY—AND ALL OTHER CASUALTY LINES 


as it again demonstrates the ability of this purely mutual company to operate at a profit to its policyholders 
and add to its solvency and surplus even through long periods of the most severe business depression. 


EVERY POLICY IS NON-ASSESSABLE AND PROFIT SHARING 
ONE POLICY — ONE COMPANY — ONE SETTLEMENT 


MICHIGAN MUTUAL 
LIABILITY COMPANY 


1209 Washington Blvd. O2QLc Telephone 


DETROIT, MICH, 


FOUNDED 1912 








CHERRY 4800 


President 


Branches in Principal Cities in Michigan, Northern Ohio and Indiana. 
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ASSOCIATED LUMBER MUTUALS ARE 
IN BUSINESS FOR THE BENEFIT 
OF THE POLICYHOLDERS 


CENTRAL MANUFACTURERS’ MUTUAL INSURANCE CO. 
OF VAN WERT 


INDIANA LUMBERMEN’S MUTUAL INSURANCE COMPANY 
OF INDIANAPOLIS 


LUMBER MUTUAL FIRE INSURANCE COMPANY 


OF BOSTON 


LUMBERMEN’S MUTUAL INSURANCE COMPANY 
OF MANSFIELD 


NORTHWESTERN MUTUAL FIRE ASSOCIATION 
OF SEATTLE 


PENNSYLVANIA LUMBERMEN’S MUTUAL FIRE INSURANCE CO. 
OF PHILADELPHIA 


HM RH 


Offices From the Atlantic to the Pacific 


Gale & Stone, Boston Justin Peters, Philadelphia 
Interstate Mutual Insurance Agency Co., Mansfield, Pittsburgh. 
Lumbermens & Manufacturers Mutuals Inc. 

James S. Kemper, Mgr. 

Chicago, Milwaukee, Minneapolis, Omaha. 

Lumber Mutual Agency, 

Indianapolis, Memphis, Dallas, Kansas City. 

The Martin General Agency, Seattle, Denver, San Francisco, 
Los Angeles, Vancouver, Portland, Spokane. 
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THIS MONTH 


PROF. RALPH H. BLANCHARD of 

Columbia brings the record of the 
New York mortgage guarantee situa- 
tion up to date and levels some well 
deserved criticisms in re the same. 
The development of industrial surgery 
is traced by Mr. Charles E. Hodges. A 
discussion of the most topical problem 
of present day economics, government- 
ally inspired inflation, is submitted by 
Prof. G. Wright Hoffman of Penn- 
sylvania (Wharton School of Finance}, 
along with the methods by which in- 
flation is being brought about. Loss 
prevention as a primary function of 
mutual insurance is championed by Mr. 
S. Bruce Black and the same subject 
with special reference to industrial 
accidents engages the attention of 
Prof. John R. Commons of Wisconsin. 
Mr. John J. W. Neuner of C. C. N. Y. 
has made an interesting collection of 
cases involving the species of social 
parasite that lives on series of fraudu- 
lent insurance claims. The address of 
Mr. John L. Train before a joint legisla- 
tive committee in opposition to the 
proposed New York monopolistic state 
fund for workmens compensation insur- 
ance reviews the mutual record in the 
state and, with just pride, points out 
that no injured workman has failed to 
receive the entire amount of compen- 
sation due him where such compensa- 
tion was insured in a mutual carrier. 
There is an article on a troublesome 
phase of subrogation under fire policies 


and timely ''Notes About the Insurance 
World." 


NEXT MONTH 


THE majority of the state legislatures 

which were in session this year will 
have completed their work and the 
Journal will present a resumé of some 
of the important measures affecting 
insurance which have been _ incor- 
porated into the laws. There will be 
special articles and items of interest 
as news. 





























us. 


WE DO OUP Part 


CONTENTS 


MARCH 
1935 


Page 

UO a asd oc inie wks we 0ldies Velkw Biv @sheiigilee es 4 

5h o 0.8 0 o Sie See eal we aie Aes @ owas 5 

NOTES ABOUT THE INSURANCE WORLD.......... 6 
MORTGAGE GUARANTEES IN NEW YORK 

By Ralph H. Blanchard............-++eseeeeee 11 


Professor of Insurance, Columbia University, 
and Editor, MeGraw-Hill Insurance Series. 
THE DEVELOPMENT OF INDUSTRIAL SURGERY 
By Charles E. Hodges............eeeesvceeeee 14 
President, American Mutual Liability 
Insurance Company. 
HAS INFLATION BLOWN OVER? 
By G. Wright Hoffman.............eeeeeeeeee 15 


Professor of Insurance, University of Pennsylvania 


LOSS PREVENTION AND MUTUAL INSURANCE 
By S. Bruce Black... 1... ccc cccscccessccevvce 18 
President, Liberty Mutual Insurance Company. 
INSURANCE CLAIMS RACKETEERS 
By John J. W. Neuer... 0... ccc cscccccccccnes 19 
Assistant Professor of Insurance, College 
of the City of New York. 
THE FUNCTION OF MUTUAL INSURANCE IN 
PREVENTING INDUSTRIAL ACCIDENTS 
ee ee oe eer ee ee 21 
Professor, University of Wisconsin 
MUTUAL INSURANCE VS. MONOPOLISTIC 
STATE FUND 
Bey Jetean Tic Feat eoiossisis oe oe eve eo isiewvinnss b> | 


President, Utica Insurance Company 


SUBROGATION RIGHTS OF COMPANIES UNDER 





Editorial and Advertising Offices: 
230 N. Michigan Ave., Chicago, Ill. 


Terms of Subscription: 25 cents per copy; $2.50 per year 
in the United States and Canada; $4.00 in other countries. 










































































CHARLES F. HOBBS 


Commissioner of Insurance 


State of Kansas 


R. HOBBS was elected Commissioner of Insurance to begin serving in 

January, 1929, and he has been successively re-elected since that time. 
Prior to holding the office of Commissioner, he was chief examiner and actuary 
of the Insurance Department for four and eight years, respectively. In all, 
he has been with the Kansas Insurance Department for eighteen years; a long 
and enviable record of public service. The people of Kansas and the insurance 
companies doing business in the state admire and respect Mr. Hobbs for the 
fair and able manner in which he has discharged the duties of his office. He is 
a member of five of the standing committees of the National Convention of 
Insurance Commissioners, including the important committees on taxation and 
on fidelity and surety. 
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HE individual who looks into the menacing muzzle 

of a bandit’s pistol finds it easy to make up his 

mind that he prefers the loss of his money to that 
of his life. The casualty insurance companies, with 
monopolistic state funds pointing right at them, accepted 
guarantee funds and other devices intended to make 
certain payment of compensation to injured workmen 
in the same unhappy spirit. They did 
not believe in them, but, with the 
thought of the complete elimination of 
private carriers from the compensation 
field weighing heavily upon their 
minds, they swallowed their scruples 
as best they could. Since these guar- 
antee funds, intended to provide insur- 
ance against loss because of insolvent insurers, are the 
most significant legislative development of this year it 
seems wise to examine them carefully. 


At the start of the 1935 legislative year, the casualty 
companies found themselves facing a drive for monopo- 
listic state funds for workmens compensation insurance 
that seemed almost irresistible. The advocates of such 
a step had added to their familiar arguments a new one 
for which the stock companies had no answer. Through 
bad underwriting and investment practices, over a score 
of large and well-known stock casualty companies had 
been forced out of business in the past four years. Many 
of these were compensation carriers, and thus injured 
workmen suddenly found that their compensation bene- 
fits were no longer paid. If their employer was also out 
of business, as sometimes happened, the employee found 
himself disabled and destitute, a charge upon the state 
while he waited for the receiver to liquidate what few 
sound assets the insurance company had retained. 


When the Workmens Compansation laws were passed 
it was thought that they would provide certain indemnity 
for the victims of industrial accidents. The employer was 
forced to insure or demonstrate his ability to pay awards 
to his employees. The state insurance departments were 
intrusted with the task of supervising the insurance 
companies which wrote compensation policies. The wide- 
spread failure of the stock casualty companies upset 
the entire machinery. Labor leaders cried out against 
the injustice of a system under which the workman, 
deprived of his right to sue and collect a judgment, was 


@ COMPENSATION 
@ GUARANTEE FUNDS 


left stranded months or years after his injury. They 
pointed out that if all workmens compensation insurance 
was carried in a monopolistic state fund these losses 
would not occur. All the old arguments for a state fund 
were also marshalled into line, and the battle was on. 


In New York, to be specific, it was charged by the 
representatives of the Federation of Labor at an open 
hearing that the stock company plan had broken down, 
that eighteen companies had failed since 1927, with three 
of them during the past year; that these collapsed com- 
panies have left 6,500 cases where awards have been in 
default; and that while 3,300 of the claimants have 
received some compensation through liquidation, 3,200 
workers have not received a penny. In attacking the 
proposed monopolistic state fund, William Leslie, spokes- 
man of the stock companies, said that there are now 
pending 1,621 claims for compensation in failed com- 
panies involving approximately $2,600,000. Funds are 
available, however, to pay 452 of these claims, leaving 
a net number of 1,169 involving a net loss to claimants 


of $1,727,022. 


Ignoring the difference between these two estimates 
of the loss suffered by reason of stock company retire- 
ments, there is no escaping the fact that the stock casu- 
alty companies have brought discredit upon the whole 
institution of workmens compensation insurance. No 
group has been more blatant in its assertion of the 
superiority of the stock plan of transacting the business 
of insurance, none more zealous in attempting to dis- 
credit competitors of other types, and none has failed 
so completely to provide the employer and the employee 
with the protection 
they thought they had 
purchased. 

In view of the fre- 
quent stock statements 
about “guaranteed” 
stock insurance and 
the “uncertainty” of 
mutual insurance, it is interesting to learn that in the 
same state and under the same conditions that proved 
so disastrous to the stock companies the mutuals have 
furnished complete protection. John L. Train, speaking 
for them, pointed out at the hearing on the monopolistic 
state fund that no claimant has failed to receive payment 
from a mutual company since the New York Compen- 
sation Law was enacted. Mr. Train’s speech, printed 
elsewhere in this issue, brings out in detail the excellent 
record of the mutuals. Their fine showing proved one 
of the strongest arguments on behalf of allowing private 
carriers to continue the writing of compensation. 

eee 

A°® a result of the heavy losses sustained because of 

stock company failures, the casualty companies were 
faced with the necessity of taking some action to guar- 
antee that in the future claimants will be paid. The 
final form of the plan differs in the various states, but 
the essential point is that all the companies agree to make 
good any unpaid compensation losses against an insolvent 
carrier. In New York, two pools, one for stock and 
one for mutuals, are to be set up by a small assessment 
on the premiums of the companies. In Minnesota, assess- 
ments will be made if an insolvency appears, so that 
compensation benefits can be paid. In New York, a 
further step is to require that the companies pay the full 
amount of a compensation award in death and perma- 
nent disability cases into another special fund from 
which periodic payments will be made to the persons 
entitled to receive the same by the state. 

The effect of these proposals is to make the strong, 
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sound companies carry the burdens 
of the weak, poorly-managed institu 
tions. The setting up of separate 
pools for stock and mutual companies 
is, of course, proper, for there is 
no reason why the mutual policy 
holders should pay for the under- 
writing and investment mistakes of 
the stock executives. The whole 
principle of such funds is opposed 
to the theory of individualism in 
business. Unless the companies trans 
acting business are very closely super 
vised by the insurance department, 
the effect will be to penalize sound 
companies for the unavoidable effect 
of unsound practices by which their 
competitors took away their business. 
Fortunately, there is no sound social 
reason why this same principle should 
be extended to other lines of insur- 
ance, 

The movement for guarantee funds 
started this year probably will go 
forward with increased impetus in 
the future, and we may look forward 
to a time when the great majority of 
the states will impose similar require 
ments. When that day comes, the 
stock companies can have the con 
solation of knowing that one of the 
results of their blunders was to im 
pose similar requirements on the mu- 
tuals. If we can judge the future 
by the past, however, assessments 
upon mutual companies to pay losses 
of insolvent mutual carriers will be 
light. while the sound 
panies will have a heavy burden. 


stock com- 


Stock Agents And Companies 
Organize To Fight Mutuals 


THE NATIONAL ASSOCIATION OF IN- 
SURANCE AGENTS HAS APPOINTED \ 
committee to confer with representa 
tives of the Insurance Executives’ 
Association on the subject of mutual 
competition. The committee will be 
composed of Kenneth HH. Bair, 
Greensburg, Pennsylvania, chairman 
of the Association’s Executive Com- 
mittee: Edwin J. Cole, Fall River, 
Mass., President of the Association; 
\lbert Dodge, Buffalo; Allen I. 
Wolff, Chicago; and Owen Wilson, 
Richmond, Virginia. 

The subject of mutual competition 
has been at the head of the list for 
discussion whenever stock agents 
converse. It was one of the most 
debated themes at the last annual con- 
vention of the National Association 
of Insurance Agents and apparently 
will be up for discussion at the mid- 
vear meeting in Florida. After talk- 


ing about it for years the agents and 
companies now may try to do some- 
thing about it. 
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Running Comment on What Is In the Magazines 
and the Mail That Comes to the Desk of the Editor. 


Commissioners Meet in July 


rE SIXTY-FIFTH ANNUAL MEETING 
OF THE NATIONAL CONVENTION OF IN- 
surance Commissioners will be held 
at Seattle, Washington, from July 9th 
to Lith. The Olympic Hotel has been 
selected for headquarters. .\ special 
train will leave Chicago on July 4th to 
arrive in Seattle Sunday, July 7th, for 
the convenience of those located in the 
Middle-West and East. 

\t the meeting of the Commission- 
ers at St. Petersburg last December, 
the [-xecutive Committee announced 
the annual meeting would be held in 
June. The reason for changing to July 
was to permit many insurance attor- 

attend the commissioners’ 
meeting and then go on to the annual 
meeting of the American Bar Associa- 
tion in Los Angeles the week begin- 
ning July 16th. 

\ttendance promises to exceed that 
of any meeting in the history of the 
organization. Mr. Jess G. Read, Okla- 


neys to 


homa commissioner and secretary of 
the National Convention, suggests 
that all who intend to attend the 
Seattle meeting make their reserva- 
tions immediately. He has been in- 
formed that the Governor and Chief 
Justice of the Supreme Court of 
Washington and the Mayor of 
Seattle will attend one or more ses- 
sions, 


Julian is Appointed 
Alabama Commissioner 


FRANK N. JULIAN, PRESIDENT OF THE 
BANKERS FIRE AND MARINE INSUR- 
ance Company of Birmingham, re 
cently was appointed state insurance 
commissioner of Alabama by Gover- 
nor Graves. He succeeds Charles C. 
Greer. 

This will be Mr. Julian’s second 
term, as he held the office for four 
vears prior to 1925. He is a familiar 
figure at all national meetings of in- 
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surance commissioners. Mr. Julian 
has been a leading contender for the 
office for several months, as was \lr. 
Greer. A public hearing was held 
January 19th by Governor Graves at 
which a half dozen or more applicants 
were heard. 

Coincident with Mr. Julian’s ap- 
pointment, Governor Graves signed a 
bill abolishing the office of state fire 
marshal, the duties of which will be 
performed by the Insurance Bureau. 

ee @ @ 


Murphy is Named 
Commissioner in lowa 


RAY MURPHY, PROMINENT IOWA DEM- 
OCRAT AND MEMBER OF THE AMER- 
ican Legion, has been named by 
Governor Clyde Herring to become 
Iowa Insurance Commissioner when 
Commissioner E. W. Clark leaves of- 
fice July Ist. Mr. Murphy is chair- 
man of the lowa board of assessment 
review. 
ee @ 


Cullen is New York’s 
Acting First Deputy 


THOMAS J. CULLEN, DEPUTY SUPERIN- 
TENDENT OF INSURANCE, HAS BEEN 
appointed acting first deputy superin- 
tendent, it was announced February 
19th by Superintendent George S. 
Van Schaick. Mr. Cullen succeeds 
Samuel R. Feller, who recently re- 
signed to become associated with the 
insurance law firm of Cabel, Ignatius, 
Lown, & Blinken. 
ee @ 


Joseph Bill Leaves 
New York Department 


JOSEPH G, BILL HAS TENDERED HIS 
RESIGNATION AS DEPUTY SUPERIN- 
tendent of insurance of New York to 
become general counsel to the Conti- 
nental Casualty company of Chicago, 
effective May Ist. 

ee @ @ 


Hamm Named Commissioner 
in Wyoming 


ARTHUR HAMM OF CHEYENNE HAS 

BEEN APPOINTED INSURANCE COMMIS- 

sioner of Wyoming by the governor. 

He succeeds Theo. Thulemeyer, 

whose term expired in February. 
eee 


Attacks Unlicensed 
Companies 


FRANK N, JULIAN, NEW SUPERINTEN- 
DENT OF INSURANCE OF ALABAMA, IS 
continuing his drive against unlicensed 
companies and their agents. LeRoy 
Jenkins, an agent of Athens, was ar- 
rested on the charge of representing 
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a company not authorized to do busi- 

ness in the state. A warning has also 

been issued against the Burial Benefits 

Corporation of Nashville, Tennessee, 

held to be unlicensed in Alabama. 
eee 


Advance Assessments Are 


Legalized in Nebraska 


\ NEW LAW PERMITTING MUTUAL 
INSURANCE COMPANIES TO LEVY 
advance assessments has passed the 
Nebraska legislature and was signed 
by Governor Cochran on February 
Oth. The new law legalizes the general 
practice of mutual companies, against 
which the Nebraska Supreme Court 
ruled several months ago because of 
a technical error in the revision of the 
statutes. 
ee e@ 


Sends Out Ruling 


A RULING SENT OUT BY CONN W. 
MOOSE, DIRECTOR OF LNSURANCE FOR 
Nebraska, reads as follows: 

“No agent shall place or cause to be 
placed any policy of insurance with any 
company or agent unless he is licensed by 
the company in which the business is 
placed. This ruling to become effective 
March 10, 1935.” 

ee @ 


George Biel Appointed New 
Mexico Commissioner 


GOVERNOR TINGLEY OF NEW MEX- 
ICO HAS ANNOUNCED THE APPOINT- 
ment of George A. Biel as state in- 
surance commissioner. He will suc- 
ceed Eliseo Gonzales, who resigned. 





Sa vannah Honors Wessels 


FRED WESSELS, VICE-PRESIDENT AND 
SECRETARY OF THE ATLANTIC MUTUAL 
‘ire Insurance Company of Savan- 
nah, was recently presented with the 
Lucas Trophy, which is annually pre- 
sented by Arthur Lucas to the citizen 
doing the most worth while service 
for that famous Georgia city. 

This handsome award came to Mr. 
Wessels for his achievement in bring- 
ing the National Mutual Convention 
to Savannah in November 1934. He 
was also instrumental in persuading 
the United Lutheran Church of 
America to hold their big annual meet- 
ing in his city. 

The Lucas Trophy, which is a 
handsome silver cup, is a traditional 
honor in Savannah, having first been 
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awarded in 1924. It was given into 
the custody of Mr. Wessels at a large 
banquet attended by prominent busi- 
ness and professional men of Savan- 
nah. Mayor Gamble made the pres- 
entation speech. 

ee @ 


Bill Seeks to amend Valued 
Policy Law 


A BILL HAS BEEN INTRODUCED IN 
THE WISCONSIN ASSEMBLY TO AMEND 
section 203.11 in section 203.21, re- 
lating to insuring real property which 
is totally destroyed by fire. The new 
wording of section 203.21 would be 
as follows: 

“Whenever any policy of fire insurance 
is written to insure real property and the 
property insured is wholly destroyed, with- 
out criminal fault on the part of the in- 
sured or his assigns, the amount of insur- 
ance written in such policy shall be taken 
presumptively to be the true value of the 
property when insured and the true 
amount of loss and measure of damage 
when destroyed. Provided, that if the in- 
surer shall establish by clear and _ satis- 
factory evidence that the true amount of 
actual loss is less than the face of the 
policy then the liability of the insurer to 
the assured or any person to whom the 
insurance or part of same is payable shall 
not exceed such actual loss or pro rata 
part of such in accordance with the terms 
ot the policy. Provided, further, that if 
in any such case of total loss, there shall 
be more than one policy on the risk, this 
section shall not apply and the rights of 
the parties shall be governed by the pro- 
visions of section 203.11.” 

ee @ 


Giles is New President 
of Millers National 


li, M, GILES, FORMERLY SECRETARY, 
HAS BEEN CHOSEN AS PRESIDENT OF 
the Millers National of Chicago to 
succeed the late If. S. Danforth. 
Arthur A. Krueger, formerly assist- 
ant secretary, has been advanced to 
secretary, 

Mr. Giles has been secretary of the 
Millers National since 1932 and a di- 
rector since 1931. He entered the 
company’s employ in 1895, has spent 
years in the office and in traveling in 
Minnesota, Wisconsin, New York, 
and the Dakotas. He was manager of 
the Northwestern Department from 
1906 until he was elected secretary. 

ee ®@ 


Committee to Study 
Cost of Maryland Insurance 


THE STATE TREASURE OF MARYLAND, 
HOOPER S. MILES, HAS ANNOUNCED 
the appointment of a committee of 
three to make a complete survey of all 
public properties to determine their 
insurable value. In announcing the 
appointment of his committee, Mr. 
Miles said: 

“IT have requested 


Frank A. Gantert, 








| 
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president of the Fidelity and Guaranty Fire 
Corporation, a Maryland company; Charles 
H. Roloson, Jr., president, Central Fire 
Insurance Company, likewise a Maryland 
Company, and Francis H. Urner, state 
agent of the Great American Insurance 
Company of New York, to make, on behalf 
of the state, a complete survey of all of the 
state properties and its insurance problems 
to the end that the cost of insurance pro- 
tection to the state be materially reduced. 

“They have assured me that a substan- 
tial reduction in the cost of insuring the 
state properties can be effected and of their 
willingness to act as a committee on behalf 
of the state to devote the necessary time to 
the matter without compensation and with- 
out subjecting the state to any expense. 

“The committee will, of course, make no 
recommendations or have anything what- 
ever to do with the placing of the insurance 
of the state with the brokers and agents 
nor the companies who will write it but 
will devote their attention entirely to a 
study directed at reducing the cost of 
carrying the insurance. The committee will 
begin its study immediately and expects to 
have the completed report in my hands in 
a few weeks.” 

ee @ 


Fire Loss Reported Low 
in January 


THE TWO YEAR TREND TOWARD LOWER 
FIRE LOSSES CONTINUED IN JANUARY 
of 1935, when losses reported by the 
National Board of Fire Underwriters 
were $23,430,504. This is the lowest 
total for January reported in a num- 
ber of years and is 16.33 per cent less 
than the losses for January 1934. 
eee 


John Arnold Joins Stock Fire 
Company 


JOHN A, ARNOLD, WHO HAS RE- 
SIGNED AS SECRETARY OF THE FED- 
eral Mutual Fire Insurance Company 
of Boston, will join the organization 
of the Rhode Island and Merchants 
Insurance companies at Providence 
on April 1. President Byron S. Wat- 
son has not announced details of his 
connection with the companies, but 
reports have it that he was to take an 
important executive position. Before 
going with the Federal Mutual, Mr. 
Arnold was secretary of the Merri- 
mack Mutual Fire Insurance Co. of 
Andover, Mass. 

ee @ 


Greene Made Secretary of 
Fedreal Mutual 


KARL E, GREENE, WHO FOR MANY 
YEARS HAS BEEN SECRETARY OF THE 
Glen Cove Mutual Insurance Co., has 
been elected secretary of the Federal 
Mutual Fire Insurance Company of 
Boston, succeeding John A. Arnold, 
resigned, according to the announce- 
ment made by James S. Kemper, 
president of both companies. 
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Mr. Greene will continue as secre- 
tary of the Glen Cove Mutual, but 
will divide his time between Boston 
and (len Cove, supervising the Glen 
Cove office and maintaining his many 
close contacts with insurance agents 
in New York state. 


Saltmarsh is Secretary of 
Indiana Lumbermens 


I. G. SALTMARSH, FORMERLY ASSIST- 
ANT SECRETARY OF THE INDIANA 
LLumbermens Mutual has been elected 
secretary of the company by the board 
of directors. He succeeds C. Disher, 
former secretary who recently died of 
heart trouble. 

Mr. Saltmarsh entered the mutual 
insurance business in 1910 as a field 
man for the Indiana Lumbermens, 
opening their office at Kansas City, 
Missouri. He continued in that ca- 
pacity until 1926, when he became 
field superintendent, still maintaining 
his office in Kansas City. 

In January, 1931, Mr. Saltmarsh 
was called to the home office of the 
company at Indianapolis to assume the 
newly created position of assistant 
secretary. In this position he became 
supervisor of underwriting as well as 
continuing in charge of the production 
department. 
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New York Premiums 
Reported Higher 


RETURNS FOR 1934 INDICATES THAT 
THERE WAS A SLIGHT INCREASE IN 
premium volume in New York and 
Brooklyn during that year. The total 
premiums written in Manhattan, the 
Bronx, and Brooklyn were $27,476,- 
667.00 in 1933 and $29,368,241.00 in 
1934. These are the ‘figures reported 
to the New York Board of Fire Un- 
derwriters for all companies who 
contribute to the support of the fire 
patrol. 
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Equity Rating Criticized 
in Department Report 


\N EXAMINATION REPORT ON THE NA- 
TIONAL BUREAU OF CASUALTY AND 
Surety Underwriters which has been 
completed and filed by the New York 
state insurance department urges the 
development of a uniform method of 


equity rating and the strengthening of 
the authority of the department for 
imposing penalties for violations. 

The report analyzes the work of the 
various departments of the bureau 
and contains numerous tables showing 
the experience on different lines and 
the trends of losses and rates. The 
discussion of the activities of the Bu- 
reau is concluded in part as follows: 

“The bureau is performing valuable serv- 
ices in the public interest in systematizing 
and tabulating experience statistics for use 
as a guide in ratemaking, and in promulgat- 
ing uniform rates for its members and 
subscribers. It is to be remembered, how- 
ever, that there are many companies who 
do not subscribe to bureau regulations and 
are therefore free to cut bureau rates. 
There is a continual pressure upon bureau 
companies to violate bureau rules in order 
to meet competition. In States where it is 
permitted, this can be accomplished by 
means of ‘equity rating’ but there are sev- 
eral States where ‘equity rating’ is not per- 
missible and in such States there is a very 
strong temptation to cut rates, which in 
New York is in violation of law.” 

In discussing equity rating the re- 
port begins by quoting Article XVI 
of the bureau’s constitution, which 
states the purposes of equity rating as 
follows: 

“Whenever in the application of any rat- 
ing system under the control and directions 
of the National Bureau there shall develop 
inequalities in the matter of the application 
of such system, and to the end that such 
inequalities may be corrected, the general 
manager shall have the power to modify 
the rates produced by the National Bureau 
in individual cases where such modification 
shall be necessary in the interests of equity. 
This power, however, shall be used only 
where its exercise shall be necessary in 
order to avoid injustice to policyholders.” 

With the exception of steam boiler 
and machinery insurance equity rating 
may be applied to all lines under the 
bureau’s jurisdiction. The report 
continues : 

“The purpose of equity rating as stated 
in the equity rating rules, is to produce 
equitable rates where conditions affecting 
risk hazard are improperly measured by the 
normal rating procedure. An examination 
of equity files, however, does not indicate 
that the purpose is as above stated, but 
rather to enable bureau members to meet 
the competition of cut rate or non-bureau 
companies without violating bureau rules. 
The rate discounts approved by the bureau 
are very substantial, running in many cases 
from 20 to 40 per cent and some times 
higher. The highest rate discounts appear 
to be in the burglary line, where 50 and 60 
per cent are quite common and in some 
cases considerably higher. 

“In many cases the bureau requires that 
acquisition costs be reduced, but in most 
cases this requirement is not imposed. It 
will be noted that New York is one of the 
States where equity rating is not permitted 
and an examination of the files did not dis- 
close any case where this exclusion with 
respect to New York was directly violated. 

“For assureds with locations in several 
States it is a practice to issue a single policy 
covering all States and if in some of such 
States equity rating is permissible it is pos- 
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sible to nullify the effect of the exclusion 
of equity rates in New York and other 
‘closed’ States by applying equity rates to 
other States. 

“It seems evident that equity rates which 
will not produce sufficient premium to take 
care of the expected losses and expenses on 
the various risks directly affect the sol- 
vency of the company and thus affect the 
policyholders in New York State. It is 
recommended that the bureau develop uni- 
form rules for equity rating to be applied 
to all lines which would prevent the estab- 
lishment of arbitrary rates for competitive 
or any other reasons, and would produce 
suficient premium for underwriting the 
risk.” 
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Security Fund Bill 
Passes New York Senate 


THE NEW YORK SENATE PASSED THE 
D. T. O'BRIEN BILL AMENDING THE 
workmen’s compensation law relative 
to depositing future payments of 
awards and death benefits and making 
provision for payment of awards ot 
compensation benefits in event of the 
insolvency of an insurance carrier by 
setting up security funds and requir- 
ing contributions thereto on March 
12th. 

The bill is based on the proposal 
submitted by the companies as an al- 
ternative to the monopolistic state 
compensation fund bill and has the 
approval of the governor and the state 
insurance department. 


Opinion Rules Against 
Private Cars in Fleet 


THE ATTORNEY GENERAL OF 
ALABAMA HAS GIVEN AN OPINION TO 
the state bureau of insurance exclud- 
ing from fleet coverage automobiles 
and trucks privately owned by officers 
of companies carrying such insurance. 
Says the bureau: 


“The attorney general advised the bureau 
of insurance as follows: 

‘The term “fleet insurance” means 
insurance to cover a number or fleet 
of automobiles or trucks owned by a 
particular individual, firm or corpora- 
tion and does not authorize the insur- 
ance thereunder of private cars owned 
individually by officers, employees or 
other persons whose ownership is sep- 
arate and distinct from that of the 
person, firm or corporation which 
takes out the policy of fleet insurance. 

‘It is my opinion that the right to 
take out a policy of fleet insurance 
applies only to the individual, partner- 
ship or corporation which owns the 
automobiles and trucks and does not 
apply to cars or trucks owned individ- 
ually by employees, officers, or stock- 
holders, or members of their families. 
Such ownership is entirely different 
from that of the person, firm or cor- 
poration operating the business.’ 

“The above opinion sustains the rulings 
heretofore issued by the bureau of insur- 
ance and it is, therefore, incumbent upon 
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all companies to comply with the attorney 
general’s opinion and the rulings of the 
bureau of insurance as expressed, and 
climinates from all fleet coverages ‘cars or 
trucks owned individually by employees, 
officers or stockholders or members of 
their families. Such ownership is entirely 
different from that of the person, firm or 
corporation operating the business.’ 

“The bureau of insurance solicits the co- 
operation of all carriers and agents in con- 
fining fleet coverage to the above.” 


Important Silicosis Case 


THE WISCONSIN SUPREME COURT, 
IN THE CASE OF NORTH END FOUNDRY 
v. Commissioner, 258 N.W. 439, has 
held that employees who were dis- 
charged because they had become af- 
flicted with silicosis cannot recover 
under the compensation act, since 
they were still physically able to per- 
form their work in the usual and cus- 
tomary way. ‘The court refused to 
hold that, where an employee has 
been subjected to exposure but has 
as yet suffered no physical disability 
which prevents him from working, 
and is discharged because an exam- 
ination discloses that disability might 
arise in the future, he is entitled to 
compensation, 

The facts of the case were inter- 
esting in that the Travelers should 
carry the employers coverage up to 
November 28, 1932, when the Mass- 
achusetts Bonding took the risk until 
December 31 of that year. Applica- 
tion for insurance in the Employers 
Mutual Liability was made, but be- 
fore it assumed the risk the Em- 
ployers Mutual required that all em- 
ployees be examined, as a result of 
which the five afflicted employees 
were discharged. 

Men have suffered no wage or time 
losses through disability from this 
disease until they are discharged, the 
decision of the Court holds. The 
Industrial Commission made an 
award against the Massachusetts 
Bonding on the theory that the carrier 
at the time liability resulting in the 
wage loss occurs is liable. This 
award was reversed and compensa- 
tion denied by the Supreme Court. 


Non-Affiliated Auto 
Companies Are Organized 


TWENTY-THREE NON-BUREAU AND 
NON-ASSOCIATION AUTOMOBILE WRIT- 
ing companies operating on the Pacific 
Coast have formed what will be 
known as the West Coast Automobile 
Underwriters Company. Temporary 
headquarters will be established in 
Los Angeles, with service offices in 
Los Angeles, Portland and Seattle. 
Discounts trom National Bureau 
rates for private and commercial cars 
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are limited to 10 per cent except for 


certain special restricted coverage 
policies. This discount, however, is 
optional. At present no jurisdiction 


is assumed over commercial fleets of 
five or more vehicles. The group u- 
nanimously agreed to accept no more 
groups of fictitous fleets and those in 
force are to be eliminated as rapidly 
as possible. 

The new rules are effective May Ist 
in California, Oregon, and Washing- 
ton. Members will be required to 
register all groups now covered by 


April Ist. National Bureau rules and 
interpretations for rating purposes 


were adopted in the three states over 
which the conference will have juris- 
diction. 


A special committee was formed to 
study the situation in Washington. 
Full National Association rates for 
fire and theft and new and renewal 
business were adopted. A 10 per cent 
discount was allowable on collision 
except where the assured holds mem- 
bership in a licensed auto club, when 
15 per cent discount on collision is 
allowed. 
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Kentucky Grants Compen- 
sation Rate Increase 


KENTUCKY WORKMENS COMPENSA- 
TION BOARD ACTED FAVORABLY UPON 
the application of the National Coun- 
cil on Compensation Insurance for an 
increase in rates, and on February 5th 
ordered a 10.7% average increase as 
applied for. In its order the board 
stated, in part: 

“It is now ordered by the board that an 
increase Of the basic rates, averaging 10.7%, 
B, it is hereby granted on the following 
conditions, towit: 

“When and if it shall appear that anyone 
subject to the provisions of the act has ap- 
plied for Workmen’s Compensation Insur- 
ance cannot obtain it through the subscrib- 
ers to the National Council on C ompensa- 
tion Insure ince, the aforesaid 10.7% in- 
crease in the rate will be withdrawn and 
the old level restored. This rate shall be 
effective on March’ 31, 1935. 

“Tt is further ordered by the board that, 
subject to the conditions above set out, 
the manual rates for applying loss and ex- 
pense, filed with the board September 1934, 
be and the same is hereby approved.” 


Report Shows Strength of 
Michigan Mutual 


THE TWENTY-THIRD ANNUAL 
FINANCIAL STATEMENT OF THE 
Michigan Mutual Liability Company 
for the year ending December 31, 
1934, issued by President P. W. A. 
Fitzsimmons, shows net resources of 
over $3,837,000.00. This includes 
cash in bank of $419,575.00, and U. 
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S. government bonds of $320,695.00, 
representing a total of $740,270.00— 
a high degree of liquidity. 

The company’s surplus to policy- 
holders amounts to $1,229,660.00, 
with a pure surplus of over $835,- 
000.00—an increase in pure surplus 
in 1934 over 1933 of more than 
$150,000.00. 

“We realize that permanent success 
rests on the bedrock of confidence,” 
says Mr. Fitzsimmons, “and the fact 
that our membership is the largest we 
have enjoyed in the 23 years of our 
existence is adequate evidence of the 
reliance which an_ ever-increasing 
number of policyholders has placed 
in our company.” 
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Massachusetts Company 
Charged with Violation 


\S THE RESULT OF A FINDING THAT 
THE MASSACHUSETTS BONDING AND 
Insurance Company wilfully violated 
sections 141 and 141-b of the New 
York insurance law in underwriting 
three policies of garage liability insur- 
ance and three bonds, Superintendent 
of Insurance George S. Van Schaick 
has asked Attorney General John J 
Bennett, Jr., to bring an action for a 
penalty against the company. 
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Grain Dealers National 
Tries Pamphlet Policy 


\ PAMPHLET FORM FOR INSURANCE 
POLICIES IS BEING GIVEN A TRY-OU1 
in actual use by the Grain Dealers 
National Mutual Fire Insurance 
Company of Indianapolis which has 
issued its new comprehensive auto- 
mobile policy in this form. Early 
reports from both the agents and the 
policyholders of the Grain Dealers in- 
dicate that the new form is being en- 
thusiastically received. 

The pamphlet form for insurance 
policies was developed by the Ameri- 
can Mutual Alliance in an effort to 
apply the same merchandising prin- 
ciples to the presentation of insurance 
to the public as are followed in prac- 
tically all other lines. Since the only 
tangible object which is delivered to 
the policyholder at the time he takes 
out insurance is the policy, an effort 
has been made to present a policy 
attractive in appearance, one which 
is possible for the layman to read 
without unfolding a document awe- 
inspiring in its length and complexity. 
By printing the insurance contract in 
booklet form, using large readable 
type and an attractive cover design, a 
new form has been created which is 
much more pleasing to the eye, more 
convenient to handle, and, above all, 
is “readable.” 

This represents a complete break 
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with the old insurance tradition of a 
single sheet policy folded up in two 
or three ways so that its contents 
were almost inaccessible, and worded 
and printed so as to discourage read- 
ing. If the public reaction to the new 
form is favorable, it is quite possible 
that other types of contracts will be 
printed in this manner, and it seems 
likely that it will be adopted by a 
number of the mutual insurance com- 
panies. 

The new policy is almost as revo- 
lutionary as the form in which it is 
printed. Developed by the Forms 
Committee of the National Associa- 
tion of Automotive Mutual Insurance 
Companies, it insures the owner of 
the automobile against loss or damage 
to that automobile from any cause, 
with the exception of a few excluded 
hazards. This contrasts with the 
usual form which insures against a 
number of specified perils. Obviously 
under the old form any damage due 
to a hazard not specified was not 
covered, whereas under the new form 
any damage not due to a hazard ex- 
cluded is covered. In other words, 
all the doubtful cases are decided in 
favor of the policyholder under th. 
new form, and he has_ practically 
blanket protection for his car. 
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Mutual Record Good 
in West Virginia 
IN RESPONSE TO A REQUEST FROM 
THE LEGISLATURE FOR INFORMATION 
the West Virginia Insurance Depart- 


ment compiled the experience of 
stock and mutual fire insurance com- 
panies for the past five years. This 
data, contained in the official report 
of the Department, demonstrates the 
complete superiority of the mutual 
companies in all aspects of the insur- 
ance business. Their expenses were 
lower, their losses were lower and the 
amount left in their hands after pay- 
ing losses and expenses was more 
than ample to cover the dividends 
which they paid. 

The question of how a mutual 
company, charging the same rates as 
its stock competitors, can afford tc 
pay dividends is fully answered in 
this detailed analysis. The expenses 
of the mutuals within the state were 
16.16 per cent of their premiums 
while those of the stock companies 
were over twice as much, or 35.11 
per cent. The home office expense 
of the mutuals was 12.63 per cent, 
as against 12.72 per cent for the 
stock companies. Losses for the mu- 
tual companies were only 29.83 per 
cent of premiums, while those of the 
stock companies were 55.74 per cent. 
As a result the mutuals had 41.68 per 
cent of the premiums from which to 
pay dividends to their policyholders 
and build up surplus while the stock 
companies had 3.04 per cent for div- 
idends to stockholders and for sur- 
plus contributions. The complete 
analysis follows: 


STOCK AND MUTUAL FIRE COMPANIES 


Percentages of Direct Premiums to Various Expenses 


No Various Expenses 

] Adjustment Expenses 

2. Field Supervisory Expenses 

3 General Agents Commissions 

4 Local Agents Commissions 

5 Both General and Local Agents 
Commissions 

5-A. Municipal, County and State 
Taxes and Fees 

6. State Bureaus and Associations 

he Loss on unpaid Agents Balances 

7-A. Total State Expenses 


8. Home Office Salaries, Fees 
Directors, Officers 

9. Rents 

10. Depreciation on Furniture and 
Fixtures 

ll. Maps, Including Corrections 

2: Inspections, Surveys and Credit 
Rating Reports 

13. Postage, Telephone and Telegraph, 


Exchange Expenses 
14. Legal Expense 


15. Advertising and Printing 

16. Federal Income and Profit Taxes 
17. Miscellaneous Expense 

17-A. Total State and Home Office 

18. Deduct for Investment Expense 
18-A. Net Total, for Fire Class Expenses 
19. Total Direct Losses 

20. Gains, Surplus and Dividends 


Companies 


Stock and Mutual 
Companies 


Stock Mutual 
Companies 


02.39 % 01.02% 02.30% 
04.82 03.01 04.70 
00.70 05.46 01.03 
ri BE 03.70 19.96 
21.85 09.16 20.99 
03.26 02.14 03.18 
02.40 00.76 (2.29 
00.38 00.06 00.36 
35.11 16.16 33.82 
07.60 06.79 07.54 
01.17 00.89 O1.15 
00.16 00.24 00.16 
00.24 00.02 00.23 
00.48 00.55 00.49 
00.42 00.47 00.43 
00.10 00.07 00.10 
01.17 01.37 O1.18 
00.97 00.01 00.91 
00.40 02.23 00.52 
47.83 28.79 46.53 
00.53 00.30 00.51 
47.30 28.49 46.02 
55.74 29.83 53.97 
03.04 41.68 05.67 
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Underwood & Underwood 








The construction of this house may have been financed by a guaranteed mortgage. 


MORTGAGE GUARANTEES IN NEW YORK 


S of December 31, 1932, 47 

companies under the super- 

vision of the New York In- 
surance Department were in the busi- 
ness of writing title insurance and/or 
guaranteeing mortgages. Thirty-five 
of these companies received pre- 
miums for mortgage guarantees dur- 
ing 1932. Total outstanding guaran- 
teed mortgages amounted in that year 
at their maximum to $2,823,000,000, 
and combined capital and surplus 
(there were no reserves) to $184,- 
000,000 or 6.5 per cent of the out- 
standing guaranteed mortgages.’ Dur- 
ing 1933 the Superintendent of Insur- 
ance took over for rehabilitation 17 
of these companies which had guar- 
anteed over 90 per cent of the total 
outstanding. One had been taken 


1 Report of George W. Alger, Moreland Act Com- 
missioner, October 5, 1934, page 9 

?The New York Banking Department also had 
under its supervision at the end of 1932 six com- 
panies guaranteeing mortgages to a total of nearly 
$208,000,000, of which only one was of outstanding 
importance. Three of these are now in the possession 
of the Banking Department, and one is in the hands 
of Federal receivers. This article is concerned only 
with companies under the supervision of the In- 
surance Department. 


By RALPH H. BLANCHARD 


PROFESSOR OF INSURANCE 
COLUMBIA UNITVERSITY 


Editor McGraw-Hill Insurance Series 


over in 1932, and two more were 
taken over in 1934.? 

As of December 31, 1933, 16 com- 
panies in rehabilitation showed mort- 
gages in default amounting to $1,- 
O88.814,205 or 60 per cent out of a 
total principal amount of $1,810,131,- 
305. Interest, taxes, insurance pre- 
miums, etc., were in arrears to the 
extent of nearly $67,000,000. 

The contracts made by these com- 
panies guaranteed the payment of 
principal and interest when due to 
investors who had either bought 
whole mortgages from the guaran- 
teeing companies, or who had bought 
certificates representing a fractional 
interest in one or a group of mort- 
gages. The companies regularly re- 
served the right to delay payment of 
principal for a period not exceeding 
18 months in case of default by the 


borrower, but were responsible for 
the payment of interest during the 
delay. 

Of the 47 companies, four had 
commenced business prior to 1901: 
two of these, the Bond and Mortgage 
Guarantee Company and the Lawyers 
Mortgage Company, devoted them- 
selves entirely to guaranteeing mort- 
gages; one, the Lawyers Title and 
Guaranty Company, wrote principally 
mortgage guarantees; and one, the 
Title Guarantee and Trust Company, 
carried on a banking and title insur- 
ance business, writing no guarantees, 
but selling the guarantees of its 
affiliate, the Bond and Mortgage 
Guarantee Company. During the 
period 1901-1920, inclusive, six more 
companies commenced business. Dur- 
ing the “boom” decade 1921-1930, 36 
companies commenced business, 26 
of which received premiums for 
mortgage guarantees during 1932. 
()ne company commenced business in 
1931. Guaranteed mortgages out- 
standing in 1930 were over five times 


those of 1921. 











OR many years guaranteed mort- 

gages had been regarded as gilt- 
edge investments, most investors con- 
sidering the guarantee sufficient evi- 
dence of security, paying little atten- 
tion to the underlying value of the 
particular property securing the mort- 
gage. Trustees, institutions, and per- 
sons primarily interested in the safety 
of their investments, all were heavy 
buyers of these securities. 


It was customary for the com- 
panies to charge 14 of 1 per cent as 
a premium for the guarantee, but this 
premium was looked upon as a serv- 
ice charge to pay for investigations, 
for collecting interest and principal, 
and in general for supervising the 
mortgages. It was apparently 
assumed that losses would be so ex- 
ceptional as not to warrant any special 
financial preparation other than the 
maintenance of capital and surplus. 

Originally the mortgage business 
of these companies was limited to 
guaranteeing mortgages owned by the 
person to whom the guarantee was 
given. But under authority of an 
amendment to the Insurance Law 
they began, in 1911, “to invest in, 
purchase, and sell” mortgages with 
guarantees. Sales to the public were 
made in three forms, whole mort- 
gages, certificates of participation in 
single mortgages, and “group certif- 
icates.” Under all three of these 
forms, the company represented the 
investors in dealing with the mort- 
gagees. The group certificates con- 
tained an assignment to purchasers of 
an interest in a group of mortgages, 
the certificates constituting a “series.” 
The company usually retained the 
right to withdraw and_ substitute 
mortgages in the group. 

As of December 31, 1932, approx- 
imately $808,500,000, or 30 per cent 
of the guarantees then outstanding, 
were represented by participation 
certificates. Group series certificates 
outstanding in 1933 amounted to 
about $170,000,000. One group in- 
cluded 848 mortgages totaling about 
$10,000,000, and another 128 mort- 
gages totaling about $27,000,000.' 


Hite legislature was lax in enact- 

ing statutes for the regulation of 
these companies. The law required 
a minimum capital ($250,000), reg- 
ulated investments, prohibited mort- 
gages for more than two-thirds of the 
value of the properties mortgaged, 
and made provision for a so-called 
“guaranty fund” which was nothing 
more than a weak restriction on the 
investment of two-thirds of the cap- 
ital. Evidently the high standing of 


* George W. Alger, op. cit. p. 11. 
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these companies created the impres- 
sion that stringent regulation was not 
needed. 


The principal duties of the Insur- 
ance Department were to make ex- 
aminations of the companies and to 
require annual reports. In the ab- 
sence of strict legal requirements, 
with an inadequate staff, and also 
perhaps because of the record and 
reputation of the companies, little was 
done either to detect or to correct 
bad conditions. Examinations were 
less than searching, adverse indica- 
tions were soft-pedalled, and little at- 
tempt was made to apply to this busi- 
ness the standards generally accepted 
in other fields of insurance. In par- 
ticular, companies were not held to 
the requirement that mortgages 
should not exceed two-thirds of the 
value of property, subsidiary cor- 
porations formed for the purpose of 
holding foreclosed real estate were 
not examined, and no check was ex- 
ercised on the payment of dividends 
to stockholders after the danger of 
financial trouble became evident. 


Most of the title and mortgage 
companies were closed on March 6, 
1933 by proclamation of the Pres- 
ident of the United States of the 
banking holiday. They reopened on 
March 15, but under severe restric- 
tions promulgated by the Superin- 
tendent of Insurance. 


Generally the restrictions were designed 
to prevent the further sale of any guaran- 
teed mortgages or guaranteed participation 
certificates and to conserve the assets of 
the guaranty companies. The companies 
were permitted to pay out interest and in- 
stalments of principal only to the extent 
that the same were actually received. The 
companies were also required to reduce 
their operating and administrative expenses 
to the lowest possible amount and to sub- 
mit to the Superintendent of Insurance 
within a reasonable time plans of reorgan- 
ization which would have as their primary 
consideration the interests of the holders 
of guaranteed mortgages and guaranteed 
certificates. Various plans were suggested 
pursuant to these regulations but after 
careful study all were rejected for the 
fundamental reason that they did not 
sufficiently safeguard the rights of holders 
of guaranties. A new fundamental plan 
was devised as a basis for rehabilitation 
proceedings pursuant to Article XI of the 
Insurance Law. This plan endeavored to 
provide a method for the salvaging of 
existing plants and the saving of those 
assets which are usually lost when a com- 
pany is forced to suspend. Pursuant to 
such plan, in the case of six companies 
separate corporations were established 
with separate capital funds, so that the 
new companies could conduct the business 
of insuring titles and servicing mortgage 
The Superintendent of Insurance as Re. 
habilitator of each of the old companies 
in each case is the sole stockholder of the 
new company so created. The stock is 
held by him in trust for the policyholders, 
certificate holders and creditors of each of 
the old companies in question and the 
benefit of any profit that is made by the 


new company in carrying on its business 
will inure to the benefit of the respective 
rehabilitations.* 

Fourteen of the companies were 
taken over in August, 1933. These 
fourteen included the four largest, 
which had been in business since 
1887, 1892, 1894, and 1901 respec- 
tively, and which had on their books, 
as of December 31, 1933, nearly 90 
per cent of the total outstanding 
guarantees of the 18 companies in 
rehabilitation at that date. 


NE method of relieving the com- 

panies of obligations was to 
secure releases from mortgagees. In 
the case of guarantees of whole mort- 
gages this procedure was relatively 
simple. Such mortgages were held 
in considerable measure by institu- 
tions and were generally of higher 
quality than the mortgages underly- 
ing certificates, particularly group 
series certificates. To September 30, 
1934, about $950,000,000 of mort- 
gages had been released from guar- 
antee. 


The big problem of the Superin- 
tendent lay in the protection of the 
interests of holders of certificates. 
Under the plan of rehabilitation he 
was in a position only to manage the 
companies and to organize new serv- 
icing companies. On May 3, 1933 
the “Schackno Act” went into effect, 
under which he was further author- 
ized to take over servicing functions 
in respect of issues of certificates. 
He could collect interest, pay ex- 
penses, and distribute to certificate 
holders any sums remaining after 
necessary outlays. This act also 
authorized a procedure under which, 
with the concurrence of the holders 
of two-thirds of the principal amount 
of any issue of certificates, whether 
based on a single mortgage or a group 
of mortgages, and with the approval 
of the court, a readjustment or re- 
organization of the mortgage arrange- 
ments might be made in the interest 
of all holders of the issue. 

Schackno Law proceedings had re- 
sulted, as of February 1, 1935, i 
the reorganization of 584 issues of 
certificates, representing a principal 
amount of over $91,000,000, and in- 
volving 21,467 certificate holders. In 
addition, reorganizations by 100 per 
cent consent of certificate holders 
and by refunding through the Home 
Owners Loan Corporation accounted 
for 972 issues, of a principal amount 
of over $12,500,000. Reorganization 
plans had been completed or were in 
progress under the Schackno Act and 
by other means for 8,341 issues, of 


* Superintendent's Preliminary Text and Tables, 
75th Annual Report, February 1934, p. 31. 
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over . $613,000,000, held by 171,777 
persons. These issues amounted to 
over 75 per cent of the total amount 
of certificated mortgages then out- 
standing. 

eee 


N cases where reorganization has 

not been effected, the Insurance 
Department manages the mortgages 
in the interest of the holders, whether 
owners of certificates or of whole 
mortgages. It has been the aim of 
the Department to protect the holders 
by paying expenses, such as tax ar- 
rears, and generally to manage their 
interests in such a way as to salvage 
the largest possible amount, rather 
than to keep up current interest pay- 
ments. Only such sums are paid as 
interest as remain after paying neces- 
sary expenses incurred in connection 
with each mortgage. After the pay- 
ment of millions in tax arrears, over 
$22,000,000 in interest payments 
were made to certificate holders in 
1934, representing an average rate 
of 2.8 per cent on the underlying 
mortgages. 


The Department offers as an ex- 
ample of its methods the experience 
during 1934 with one large group 
issue. 


During 1934 almost all of the income 
from the properties securing this $27,889,- 
158 group issue was devoted to the clear- 
ing off of tax arrears. The income 
amounted to more than 6% per cent of 
the principal amount of the underlying 
mortgages and this sum was sufficient to 
pay off two years’ taxes with penalties. 
At December 31, 1934, the tax arrears had 
been reduced to less than one-half year. 

Interest payments were resumed, accord- 
ingly, with a partial payment to holders 
of all F-1 certificates except those bearing 
interest due dates of March and Septem- 
ber. This “equalizing” payment is to place 
all holders on an equal status, the March 
and September holders having already been 
paid for this period. This week’s checks 
pay all of the full 5% per cent rate up to 
March 1, 1933 and at a rate of 2 per cent 
to September 1, 1933.5 


For some time the Department has 
urged that a mortgage authority be 
created to take over the management 
of mortgages and pledged property, 
leaving with the Department only the 
regulation, liquidation, and rehabilita- 
tion of the guarantee corporations as 
such.® 


The Moreland Act Commissioner 
appointed by the Governor to investi- 
gate the management of the Insur- 
ance Department “with reference to 
the operation, conduct and manage- 
ment of title and mortgage guarantee 
corporations under its supervision” 


’ Release by Insurance Department, February 3, 
1935 

“The New York Guaranteed Mortgage Protection 
Corporation was formed for this purpose, but its 
power and organization were inadequate, and it 
achieved nothing. 
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made a similar recommendation, as 
did a minority of a special legislative 
committee. 

eee 


FTER considerable argument 

such an authority was created 
by an act of the legislature effective 
February 5, 1935. The Mortgage 
Commission of the State of New 
York is to consist of three members 
for whom adequate salaries are pro- 
vided and who are to devote their en- 
tire time to the work of the Com- 
mission. An appropriation of $500,- 
000 has been made for expenses, and 
the Commissioners have already been 
appointed. In general, the Commis- 
sion is to take over from the Superin- 
tendents of Banking and of Insurance 
and from companies in rehabilitation 
or liquidation all property and secur- 
ities in connection with which certifi- 
cated mortgage investments have 
been issued.” It is then given power, 
and is required, subject to court ap- 
proval, to manage the property and 
securities in the interest of holders 
of guarantees. It is further to carry 
out plans of reorganization under 
rules of procedure somewhat more 
flexible than those of the Schackno 
Act. 

As a sequel to the appointment of 
the Commission comes the announce- 
ment of the Superintendent of Insur- 
ance of the “first of a series of actions 
to liquidate most of the large Man- 
hattan title and mortgage guaranty 
companies now in rehabilitation.” 

Thus the stage is set for the 
gradual disappearance of the greater 
part of what was once a large and 
seemingly sound business. As no 
guarantees have been written since 
March, 1933, there is a considerable 
gap in the mortgage money market 
which may be seriously felt when and 
if there is renewed demand for fin- 
ancing real estate. 


WO questions naturally arise: 
(1) Why did these companies 
fail? (2) To what extent and under 
what rules should activities in this 
field be conducted in the future? 
The failures may be said to have 
arisen primarily from the fundamen- 
tal unsoundness of the plan under 
which the companies were operated. 
In writing guarantees of short-term 
mortgages it was assumed that money 
would be available for refinancing 
and that real estate would not de- 
preciate rapidly in market value. But 
these assumptions failed to stand the 
test of a major depression. It seems 
probable that even had the companies 
been managed with an eye single to 


™The management of whole mortgages remains 
with the Insurance Department. 
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the observance of law and business 
ethics, they would not have survived. 

But they were not so managed in 
many cases. It is impossible here to 
recite in detail the practices of the 
companies, unwise, unethical and il- 
legal. Principally they fall under the 
following headings: objectionable 
loans, such as those on vacant land 
or real estate devoted to specialties ; 
over-appraisal of property; mislead- 
ing advertising; sales of certificates 
when a company was in difficulties ; 
sales of past-due, foreclosed and re- 
issued mortgages, and of mortgages 
in default; substitution in groups of 
inferior mortgages; creation of sub- 
sidiaries to conceal ownership of real 
estate and over-valuation of stock of 
subsidiaries; purchase of their own 
certificates in the market at a dis- 
count ; payment of dividends to stock- 
holders while in questionable condi- 
tion; preferential treatment of 
officers and directors.® 

Many, if not all, of these practices 
could be prevented by adequate legis- 
lation and a properly staffed regula- 
tory agency. If mortgage guarantees 
are again to be written a complete re- 
vision of the law is imperative. And 
the question of the extent to which 
they may properly be written under 
efficient regulation must be answered. 
Perhaps the payment of interest only 
can be safely guaranteed, combined 
with a contract for servicing. If such 
guarantees were issued, with provi- 
sion for accurate appraisals and care- 
ful limitations on the amount of loans 
and the character of property to be 
accepted as security, mortgage guar- 
antee companies might provide a use- 
ful service in acting as middlemen 
between lenders and borrowers, and 
in managing the interests of the latter. 


Texas Cities Receive 
Fire Rates Reduction 


MANY LARGE CITIES IN TEXAS WILI 
HAVE LOWER KEY RATES AFTER MARCII 
Ist as a result of the good fire records 
they have established during the past 
three vears. The lire Insurance Com- 
missioner has announced the maxi 
mum credits of 15 per cent for San 


Antonio. Austin, Galveston, Beau- 
mont, El Paso, Abelene, Corpus 
Christi Torado, and Port Arthur. 


Credits of 9 per cent have been given 
to Dallas, Wichita Falls, Texarkana. 
and of 6 per cent to Fort Worth, 
Waco, Corsicana. These reductions 
will mean savings of thousands of 
dollars in premiums to the insuring 
public. 


® These practices are explained at length by George 
W. Alger, op. cit., Part TTT 
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THE DEVELOPMENT OF INDUSTRIAL SURGERY 


HIS article concerns one phase 
of what the business of insur- 
ance has accomplished in the 
administration of what we may term 
its trusteeship under the provisions of 
the workmen’s compensation law. 
With the advent of this humane 
legislation, the business of insurance 
embarked practically upon an un- 
known sea with no more aids in nav- 
igating its craft than the ‘Ancient 
Mariner” had, but as the science of 
navigation grew to its present state 
of high perfection, where with the aid 
of a direction finder the craft may 
literally ride the radio beam, so we 
have learned in the experience which 
has grown out of the handling of this 
great problem, many things which in 
the beginning were a closed book. 
“In the beginning” are the first 
three words in the Bible and they are 
good words to use in reviewing our 
experience in workmen's compensa- 
tion. “In the beginning” and _ for 
many years thereafter, it was be- 
lieved that the most important pro- 


By CHARLES E. HODGES 


PRESIDENT AMERICAN MUTUAL LIABILITY 
INSURANCE COMPANY 


vision of the act is that the injured 
worker in industry shall promptly 
receive his compensation benefits. 

In this early period, undue em- 
phasis upon this provision created a 
tendency to overlook the fact that 
one of the reasons for the enactment 
of workmen’s compensation legisla- 
tion was the inadequacy of medical 
treatment furnished the injured man. 
Inadequate because society had not 
awakened to its great responsibility 
for healing the injured in industry. 
Inadequate because the medical pro- 
fession had neither realized nor were 
equipped to assume their great place 
in the picture and because there was 
a general failure on the part of all to 
appreciate the importance of the 
quality of treatment to the future of 





Proper care of the injured workman demands a spectalist in traumatic surgery. 


the injured and the eventual cost to 
the employer. Medical arrangements 
at best, were arranged haphazardly. 
The great surgeons, and this is no re- 
flection upon them, were not greatly 
interested in industrial injuries. 
Somehow or other, there was a feeling 
in the profession apparently that 
there was a stigma upon surgeons 
who did industrial work. 


o0UmstmlCc 8 
A° we found that there was an 


appalling increase in the num- 
ber of so-called permanent total cases. 
we as a business began to ask our- 
selves the question, if after all the 
prompt payment of compensation was 
the most important thing. Some of 
our leading surgeons recognized that 
the situation was an indictment either 
of the ability or the social conscious- 
ness of their profession. With this 
dawning consciousness on the part of 
the medical profession and the busi- 
ness of insurance, came also the idea 
that there could be such a thing as 
industrial surgery, a specialized treat- 
ment of those injured in industry. 
And still again, with the march of 
time, developed the so-called “end 
result” idea. Our business began to 
develop well thought out and definite 
programs for the surgical care of the 
industrially injured. A larger num- 
ber of the ranking surgeons were en- 
listed, hospitals to a greater degree 
began to develop a technique for 
those who were so unfortunate as to 
be injured in their employment. More 
and more we were impressed with the 
need for skilled interference in 
serious cases. Clinics. began to be 
held for the study of those cases 
which were found all too often in the 
classification of permanent totals. 


The better care of fractures be- 
came the watchword of the American 
College of Surgeons because of the 
experience its members were having 
in industrial work, The study of 
the injured shoulder, many times 
lacking a true diagnosis, became the 
life work of one of Boston’s eminent 
sons. The treatment of lead poison- 
ing in industry was developed through 
the cooperation of one of Boston’s 
leading physicians and our companies. 
But, we as a business, in cooperation 
with the medical profession, have not 
been content to confine our efforts to 
attempting to undo what has already 
been done. We have been equally 
active by research work to determine 
the cause and cure of such complica- 


(Continued on Page 24) 
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Whether they know it or not, cash of these people will be directly affected by inflation, if and when. 


HAS INFLATION BLOWN OVER? 


LADSTONE is said to have 

defined credit as suspicion 

asleep. If this is an accurate 
characterization, then inflation should 
be defined as suspicion awake and in 
her ugliest mood. While asleep, sus- 
picion presents an appearance of quiet 
confidence; dollar values seem sub- 
stantial. But when awake restless 
fear replaces confidence and values 
become uncertain, If extreme unrest 
ensues, fear may develop violent in- 
flation to render all values meaning- 
less. Just at present suspicion rests, 
somewhat uneasily to be sure, under 
the influence of Federal sedatives. 

It is at a time such as this that we 
need to cast up a trial balance regard- 
ing inflation. Are our newly acquired 
national assets worth their cost in 
higher prices? In _ particular, do 
changes in the accounts suggest at all 
the direction we are going and the 
rate of change ? 

eee 
Two Doors to Inflation 
HE castle of cards representing 
extreme inflation is a structure 
having two entrances. It may be en- 
tered (1) through the front door of 
currency expansion, or (2) through 
the rear door of governmental debt. 
Through the multiplication of cir- 
culating and deposit currency, through 
the easing of money rates, through 


By G. WRIGHT HOFFMAN 


PROFESSOR OF 


stimulation of domestic demand with 
funds placed in the hands of those 
having wants but lacking purchasing 
power, through stimulation of for- 
eign demand with manipulated ex- 
change rates and by other devices it 
may be possible to create a competi- 
tive bidding up of prices. Such are 
inflationary steps leading to the front 
door. They are steps now being used 
by the Federal Government. 


The rear approach to inflation is 
also being used. While it requires 
a few more steps to reach this door, 
once there it is of easy access. To 
carry the figure further, it is located 
in the dark of the house, hence less 
conspicuous, where stealth may be 
employed but where once suspicion is 
aroused the greatest measure of harm 
from inflation is certain to ensue. 
The technique of approach consists 
of multiplying expenditures and _ pil- 
ing up debt to the day when neither 
taxes nor borrowing will meet what 
appear to be unavoidable current 
obligations. On that day the Govern- 
ment will have reached the rear door. 
It is a fabricated door made of fiat 


money. Once used it will be used 
again and again. Then the John 
Smiths on the street and the Richard 
Joneses in the home will take out 
their wallets, look at the bills in hand 
and observe, “Well boys, you’re not 
the friends I thought you were. I’d 
better get rid of you at once.” At 
this stage everyone will know the ef- 
fects of extreme inflation, though not 
everyone even then will know just 
how it came about. 
e® @ @ 


Results Through the Front Door— 
Prices 

T is not an easy matter to measure 

precisely how far inflation has ad- 
vanced. It is possible, however, to 
indicate the direction we are going 
and to observe in a general way at 
least the momentum of the move- 
ment. Figure 1 (next page) shows the 
changes in commodity prices in recent 
years, using the year 1926 as a base 
of 100... Through 1932 annual 
changes are shown and for 1933 and 
1934 monthly changes. All-commod- 
ity wholesale prices were at 60 in 
February, 1933; by the end of Jan- 
uary of this year they were at 79, At 
this rate they will have returned to 
their former level by the end of 1936. 
Retail food prices have maintained 





'Data used are those compiled by the U. S. 
Bureau of Labor Statistics 
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approximately this same rate of ad- 
vance. Farm products at wholesale 
have advanced much more rapidly, 
rising from 41 in February, 1933 to 
79 at the end of January, this year. 
If this rate is maintained, farm prices 
will be back to their 1926 level by the 
early part of 1936. 

A rising price level represents the 
flame of inflation, currency expan- 
sion the fuel upon which it feeds. An 
important question here is: How 
much of this price rise can be attrib- 
uted to currency expansion ? Certainly 
a major part is due to factors other 
than currency expansion. Of out- 
standing importance in advancing 
farm prices have been acreage reduc- 
tion under the A.A.A. and the 
drought of last year. These same 
two factors, together with processing 
taxes have greatly influenced retail 
food prices. Farm prices also con- 
stitute a very important component of 
the all-commodity index. In view of 
these facts it would appear that to 
date only a moderate amount of actual 
currency inflation has taken place. 


HERE are, however, other 

angles to this picture. When 
prices either decline or advance over 
a considerable period of time, buyers 
in large numbers become price con- 
scious. During a period of declining 
prices the demand for goods and 
services is more and more inhibited. 
This tendency is due in part to the 
fact that dollars are becoming in- 
creasingly difficult to obtain; in part 
it is due to the prospect of still lower 
prices, thus rendering dollars in hand 
still more valuable. This was the 
situation from 1930 to 1933 and con- 
stitutes the only real justification for 
a governmental “anti-deflation” pro- 
gram. 

During the past two years prices 
have been advancing and at a rate 
more rapid than the earlier decline. 
Sufficient time has now elapsed to 
build up a considerable mass of up- 
ward price consciousness. It is of no 
particular consequence what the 
reasons for this upward trend have 
heen; the important fact is that 
buyers in increasing numbers have 
come to expect continuing upward 
prices. In this connection it is worth 
noting that nothing convinces the 
mass of people that prices are going 
to go up quite so much as the fact 
that they have gone up in the recent 
past. Once convinced that they are 
going to continue to advance dollars 
will be borrowed and they will be 
spent. 

It is this aspect of price advances 
which makes the present situation 
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dangerous. No stone has been left 
unturned in the Government’s search 
for methods to expand our circulating 
and deposit currency. Asa result the 
credit facilities available for use at 
the present time are almost limitless. 
In the meantime a sustained advance 
in prices has occurred and an appe- 
tite acquired for rising prices. 
ee @ @ 
Results Through the Front Door— 
Credit 

N Table 1 some of the more im- 

portant business and credit in- 
dexes have been brought together to 
measure recent changes. Broadly 
speaking prices should not be ex- 
pected to rise if the aggregate vol- 
ume of production and trade expands 
as rapidly as the aggregate volume of 
circulating and deposit currency. Dur- 
ing the past two years industrial pro- 
duction has increased 24 per cent and 
factory employment 16 per cent, 
using the year 1926 as a base. De- 
partment store sales representing re- 
tail trade have increased greatly and 
now stand higher than in 1926. Con- 
struction has shown very little im- 
provement, being now less than one- 
fourth of what it was in 1926, such 
improvement as is shown being due 
mainly to public works. 

We might expect, judging from 
these indexes, an increase in credit 
demand of from ten to twenty-five 
per cent. This increased demand has 
heen met through the sale, mostly to 
banks, of Government securities. Re- 
porting member banks in 91 leading 
cities (representing approximately 40 
per cent of the loans and investments 
of all banks in the United States) 


show a net decline of 9 per cent in 
private loans during the past two 
years. On the other hand their total 
investments have advanced 27 per 
cent and their investments in U. S. 
securities have more than doubled, 
being now 243 per cent above the 
1926 level. 

These indexes show the process of 
credit expansion. Bonds sold to 
banks increase bank investments. 
They correspondingly increase bank 
deposits for the account of the Gov- 
ernment or for the account of those 
who receive the proceeds from the 
Government. This is clearly shown in 
the deposits of member banks in lead- 
ing cities where the total now exceeds 
the 1926 level, increasing 17 per cent 
in the past two years. The deposits 
in these leading cities have fared 
better, however, than those in smaller 
cities and towns. Estimates for all 
banks in the United States suggest a 
16 per cent increase during the past 
two years from 76 to 92 compared 
with 100 for 1926. 

As a result of these deposit in- 
creases, reserves with Federal 
Reserve Banks have doubled, build- 
ing up large excess reserves upon 
which additional loans can be mul- 
tiplied. Paralleling this movement is 
a further increase in discount and 
open market operations of the 12 
Federal Reserve Banks. Their total 
reserve credit now outstanding is 96 
per cent above the 1926 level com- 
pared with 77 per cent above two 
years ago. Money in circulation has 
declined since the hectic hoarding 
days of February, 1933, though this 
index still stands above the 1926 level. 
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- Tasie 1.—Business and credit changes during the past two years. 


(Index numbers. 


Item 
Indexes of credit demand: 


Industrial production (unadj.) 
Factory employment (unadj.) 
Freight car loadings (unadj.) 
Department store sales (unadj.) 
Construction contracts awarded (unadj.) 
—Total 
—Residential 
—All other 


Base : 1926100.) 


2-year period 


1926 Advance 
(base Feb., Jan., (basis 
period) 1933 1934 of 1926) 

(per cent) (percent) (percent) (percent) 
100 59 83 +24 
100 60 76(*) +16 
100 48 S7C) +9 
100 46 125(*) +79 
100 12 Z2C) +10 
100 6 9(*) + 3 
100 17 30(*) +13 


Reporting Member Banks in 91 leading cities :(*) 


Loans, total 
Investments, total 
Investments in U. S. securities 
Indexes of credit supply: 
Monetary gold stocks 
Money in circulation 
Total reserve credit (F. R. Banks) 
Reserve balances, all member banks 


100 70 61 «* 
100 164 +» 221 +57 


Reporting Member. Banks in 91 leading cities :(*) 


Deposits, total demand plus time 


Deposits, net demand 
(*) November, 1934. 
(*) December, 1934. 
ig). 


100 216 343 +127 
100 98 188 +90 
100 133 109 —24 
100 177 196 +19 
100 104 206 +102 
100 94 111 +17 
100 90 116 +26 


(*) Totals of 91 cities for 1926 estimated from corresponding totals of 101 cities. 

















Finally monetary gold stocks show a 
90 per cent increase due in the main 
to devaluation. 

e®ee 


HAT inferences can be drawn 

from this epitome of business 
and credit changes? It seems fair to 
state at the outset that the creation of 
currency, both circulating and deposit, 
is much more complete to date than 
the restoration of production and 
trade. Gold through devaluation plus 
imports and domestic production 
stands at 188, the highest on record; 
circulating currency is now at 109; 
Federal Reserve Bank credit at 196: 
member bank reserve balances at 206, 
and deposits of reporting member 
banks 111. These are considerably 
above the index of production with 
the exception of retail trade. They 
strongly suggest a measure of buying 
power, if put in active use, capable of 
raising prices to much higher levels. 


A second observation is that these 
changes are almost wholly of Govern- 
mental origin. Private loans of re- 
porting member banks have declined 
materially since February, 1933 and 
are now only 61 per cent of their size 
in 1926. In their place, whether 
through choice or necessity, stand 
Government credits : securities bought 
by the Federal Reserve Banks and by 
the member banks. These have served 
in turn as the basis for increases in 
deposits and the building up of excess 
reserves, 


This fact leads logically to a third 
and obvious inference, viz., that ours 


is a Federally managed currency sys- 
tem. This is in contrast to earlier 
theory that currency should through 
private initiative expand and contract 
with the ebb and flow of business 
activity. 

Two roads lie ahead. One is a by- 
path which leads back to our previous 
plan of private credit economy; the 
other continues our present plan. The 
outlook at present points to the latter 
road. But if we continue on a Fed- 
erally managed basis it is fairly evi- 
dent that success will depend in no 
small part upon the Government’s 
capacity to finance itself. 


ee ®@ 
Results Through the Back Door 


HIS leads to a consideration of 

the progress of inflation through 
Federal debt and expenditure. The 
war closed with our gross public 
debt about $26 billion. It was grad- 
ually reduced to $16 billion. Since 
July, 1931 it has rapidly mounted un- 
til at the close of 1934 it stood at 
$28.5 billion. Approximately $15 bil- 
lion of this is in notes, bills, certif- 
icates of indebtedness and bonds 
maturing within the next 5 years. 
This must be refinanced and in addi- 
tion an annual interest charge of $900 
million paid. In the meantime our 
ordinary governmental expenditures 
have shown no tendency to decline in 
absolute amounts and relative to our 
national income have mounted mate- 
rially. Recent estimates by the De- 
partment of Commerce show our 
national income to have declined 
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from $75.4 billion in 1930 to $51.9 
billion in 1934. For the same years 
our Federal expenditures, for the 
maintenance of the ordinary functions 
of government and apart from the 
extraordinary or emergency expendi- 
tures, have increased from $3.44 bil- 
lion in 1930 to $6.88 billion in 1934. 
Comparing income with expenditure 
this reveals the startling fact that the 
Government now requires 13.2 cents 
out of every dollar produced against 
4.5 cents only 4 years ago. Certainly 
a trend of this kind cannot be long’ 
maintained in view of present heavy 
state aid local taxes. 

It is impossible to say what the 
upper tax limit for current govern- 
mental needs is and what the max- 
imum bond limit for extraordinary 
needs is. They certainly are not now 
known to anyone. But if the present 
upward trend is continued they will 
in time be definitely known through 
resistance to further taxation and 
through fear of additional debt. It 
is the latter element—fear of addi- 
tional debt—which will in the end 
determine whether inflation through 
the back door is to be our lot. As 
long as confidence in the Govern- 
ment’s credit continues good so long 
can additional billions of bonds be 
absorbed. 

ee @ 


UT confidence, and particularly 
mass confidence, is an extremely 
uncertain quantity. We have wit- 
nessed an excellent sample of it in 
recent years in hoarding. Local 
leaders made speeches while depos- 
itors withdrew their money—not in 
$10 and $20 bills but in $50 and $100 
denominations. If we can have 
flights from defective banks we can 
also have flights from defective dol- 
lars. Cut off from extraordinary in- 
come through interest-bearing credit 
the Government can have no other al- 
ternative than to issue non-interest- 
bearing currency—the final phase of 
dollar dilution. 
This is the real threat to extreme 
inflation. It is possible though not 
easy to inflate prices by front door 
methods. The variety and volume 
of credit already provided without 
greatly disturbing prices strongly 
suggests that private enterprise will 
use excess credit only when needed. 
Considered in this light the gold de- 
valuation of a year ago does not ap- 
pear particularly alarming if the sum 
sequestered is used as bank reserves. 
The same is true of the open market 
purchases by the Federal Reserve 
3anks. These are minor methods of 
inflation compared to deficit financing 
through bond issues. The indexes, 


(Continued on Page 24) 
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LOSS PREVENTION AND MUTUAL INSURANCE 


about a purpose of mutual insur- 

ance that I think we need to 
emphasize again and again at this 
time. Insurance has been described 
as a practical device of civilized man 
for protection of himself against the 
exigencies of life. That is a pretty 
good definition, because the develop- 
ment of insurance is merely a man- 
ifestation of civilized progress. In- 
surance has really two purposes. One 
is to pay losses. Every one knows that 
is why insurance companies have been 
organized, and that they usually do 
pay losses, but the insurance com- 
pany, and particularly the mutual in- 
surance company, that merely exists 
as long as it gathers in premiums and 
pays out losses really does not have 
any good claim to continuance in this 
world. The second is prevention of 
losses, and that is what I want to talk 
about. It seems to me we should as 
an insurance company be recognized 
as a cooperative enterprise. We have 
all the essential characteristics for 
doing a real job in the prevention of 
losses. I like to look upon a mutual 
insurance company as not merely a 
financial institution gathering in 
money and paying out losses. A stock 
company can do that. But the thing 
which we can do is to have our insur- 
ance company the instrument through 
which we can make our cooperation 
effective in achieving something in 
the way of loss prevention, rather 
than in losses paid. 


] WANT to write very informally 


Going back a bit to the origin of 
insurance, I think about 1666, the 
City of London burned down, or a 
large part of it. That resulted in 
the forming of an insurance company. 
It followed very naturally that the 
people who cooperated in forming the 
company should prevent the losses 
themselves. So you have the origin 
of the fire brigades. It is rather in- 
teresting to know that the handling of 
fire brigades were in the hands of 
fire insurance companies until about 
eighty years ago. Benjamin Franklin 
started to work on fire prevention 
many years ago, before insurance 
companies were thought of, fire pre- 
vention being his first thought. It 
was about 200 years ago that he 
organized the fire brigade. His inven- 
tion of the Franklin stove stood for an 
effort to prevent fires. Coming on 
down to more recent times, Zachariah 
Allen was a man who owned a mill, 
and a man who had done a great deal 
of work in making his mill the best 
mill from a fire insurance standpoint 
of any mill around. He then went to 
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the fire insurance companies and said, 
I have a mill that is not as likely to 
burn as the others, I ought to have 
consideration as to rates, and the in- 
surance companies told him no, that 
the fire insurance companies could 
make more money if all insureds paid 
the same rate, that if everybody pays 
the same rate in the aggregate you 
will do a bigger volume of business 
than you will if the rates are carefully 
graduated. It was impossible for Mr. 
Allen to get any great consideration, 
so he went out and gave the people 
an opportunity to study fires and the 
methods of fire prevention, and in- 
cidentally to get insurance at the low- 
est possible cost. That was the origin 
of the factory mutuals of New Eng- 
land. Fifty years ago fire insurance 
losses ate up about eighty cents on the 
hundred, today it is less than two 
cents. 
ee @ @ 

T is possible to go on indefinitely 

in the field of compensation insur- 
ance. Those companies, which have 
looked upon compensation insurance 
as merely a business in which the 
money is taken in and hoped the losses 
will be less than the premiums they 
receive, have lost a great deal of 
money. Some have withdrawn from 
the field for the good of the country 
generally, and the cry has been that 
the business has been unprofitable and 
that the rates should be raised. I do 
not believe in that. The higher you 
raise the rates the niore people are 
going to reduce their insurance and 
you lose the best people, and as rates 
get higher and higher you are insur- 
ing the poorer class of business. You 
can keep your rates up part way, but 
the raising of rates causes reduction 
of insurance. 

We write the policy in the hope 
that the losses will be less than the 
premiums. A mutual company writ- 
ing compensation insurance looks up- 
on it asa field which through coopera- 
tive effort losses can be prevented and 
money saved to its policyholders. In 
the automobile field we have an even 
more difficult problem. We know 
that in the operation of a fleet of cars 
we can reduce the losses. We can 
control the type of person hired to 
drive the cars; we can subject him 
to rigid restriction; we can even ex- 
amine him physically ; we can show a 
reduction of about forty to fifty per 


cent and sometimes more, and can 
reduce the rate for owners of all 
other fleets. Our problem has been 
to do something for the individual 
car driver. You know some drivers 
are better than others, and it is pos- 
sible you might be rather surprised 
if you yourself discovered you were 
a bad risk. There is nothing immoral 
or bad about it. It might be you have 
not the quick reaction to situations 
that makes you a careful and cautious 
driver, The problem with individual 
car owners is simply this, everybody 
has a right to own a car, apparently 
everybody has a right to drive a car, 
and it is difficult to get it home to the 
individual car driver and owner the 
fact that he himself has something to 
do with his losses. So the automobile 
insurance business has been largely 
a matter of taking in money and pay- 
ing out losses, and hoping the pre- 
nuiums received will exceed the losses. 
ee @ 
HIS is a random approach to 
what I want to say. I believe 
the advantage of mutual insurance is 
to really do something for the policy- 
holder other than to act as a financial 
institution. I know great things have 
been achieved by the fire insurance 
companies, and I know great things 
have been achieved by the companies 
that are willing to go out and do 
something. I believe equally great 
things can be done in the automobile 
insurance field when the companies 
can get across to their own policy- 
holders this simple fact, that a mu- 
tual insurance company is a coopera- 
tive undertaking where a group of 
buyers of insurance each has an in- 
terest in the results of that company’s 
operations and each believes he, as an 
individual, has something to do with 
reducing losses. I believe the job of 
mutual insurance is only half done at 
this time. I have been stumped for 
a long while trying to find out how. 
as a mutual insurance company, we 
could make an approach to the auto- 
mobile owner that would get him to 
see that he was a party in interest: 
that he was just as much interested in 
his automobile insurance company as 
the man who buys fire insurance. 
There is something altogether too im- 
personal between the buyer of auto- 
mobile insurance and the company 
and I believe if mutual insurance is 
to continue to prosper it must recog- 
nize that it must do something to 
prevent losses as well as pay losses. 
We are confronted at the present 
time with a great drive for social in- 
(Continued on Page 26) 
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A fraudulent claimant would have no trouble in claiming injuries if he should crawl 
out from under this truck. 








Insurance Claims Racketeers 


in entertaining story of devices which have been 
used to deceive insurance companies and thereby to 
work harm to policy holders. 


By JOHN J. W. NEUNER 


ASSISTANT PROFESSOR OF INSURANCE COLLEGE OF THE 
CITY OF NEW YORK 


URING 1933 one hundred and 

twenty-two dollars per second, 

every second, every hour of 
the daily twenty-four for 365 days 
was paid out by the American Insur- 
ance Companies, a staggering total of 
$3,863,151,904. This tells a beautiful 
story and for those who are paying 
for insurance it probably gives added 
faith to the social contributions made 
by insurance companies. Neverthe- 
less, those people who take out insur- 
ance with the honest intention of 
securing their money’s worth at the 
lowest possible cost must be in- 
terested in the statements which are 
usually made such as: “the insurance 
companies are wealthy corporations 
and should therefore be ‘soaked’ at 
every opportunity”; or, the “insur- 
ance companies pay only when they 


have to and therefore their aim is to 
‘soak the people’.” Both of these 
statements perhaps bear some truth 
in individual instances but are mis- 
leading to a very unfortunate degree 
as applied to insurance as a whole. 
Collected together in this article 
are a number of illustrations which 
indicate that in many cases the insur- 
ance companies have been asked to 
pay and pay plenty even though the 
claims are based on fraud. Inasmuch 
as insurance is a business, mutually, 
that is, based on helping everyone 
who is insured, at the lowest possible 
cost, the general public, you and I, 
are also affected by these graftings or 
tlueveries. 
ee ®@ 
HE first illustrations are in the 
field of life insurance which is 
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one of the most extensive business 
activities in this country today. Notice 
if you please, the process by which 
the insurance companies are “soaked.” 
In one insurance case in Philadelphia 
(May 1, 1934) a woman was 
awarded through a court action, $77,- 
000 on the basis of the fact that her 
husband who had disappeared on 
January 7, 1931 was given up as dead 
because a thirty-dollar belt buckle 
presumably that of her husband, had 
been found on a headless body with 
one leg and one arm gone. A normal 
award of $51,000 might have been 
rendered, but the jury in this case in 
spite of lack of substantial evidence, 
rendered a decision of accidental 
death thereby increasing the claim 
through a double indemnity charge 
of $27,000. This illustration is but 
one of many of the disappearance 
claims which insurance companies are 
called upon to pay, very frequently 
on the barest thread of evidence. No 
doubt the fact that the insurance com- 
pany is a big corporation possessing 
millions of dollars in assets, influences 
the decision of the juries and judges. 

Suicides seem to be another easy 
way of forcing the life insurance 
companies to pay life claims pre- 
maturely. It should not be forgotten 
that where the insurance companies 
do the paying, you and I and 57,000,- 
000 other policy holders, are in reality 
the generous ones who must make up 
these losses through higher rates, In 
Memphis, Tennessee an automobile 
salesman committed suicide just a 
few hours before his policy would 
have lapsed, causing a payment of 
$25,000. But what is $25,000 when 
there are millions of dollars? A 
Chicago millinery importer owing to 
strained finances found it necessary 
to shoot himself so that his wife 
might maintain her position in society 
through the payment of $285,000 in 
life insurance proceeds. In St. Louis 
a forty-three year old dealer in con- 
tract equipment shot himself so that 
the insurance company would have to 
pay $100,000 in life insurance. The 
estate of a stock and bond broker col- 
lected $68,750 through suicide and so 
the story goes. In Chicago, April 12, 
1932 the life insurance companies 
were called upon to pay out one mil- 
lion dollars to the insolvent estate of 
a well known business man. Many 
suicides are large policy holders and 
therefore their actions have a serious 
effect on the cost of life insurance for 
all of us especially the small policy 
holder, who needs low cost insurance. 


ORE criminal methods of mak- 
ing the life insurance com- 
panies pay were brought to light in 
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a number of cases in New York City 
in the winter of 1933. A derelict 
engineer was murdered with illum- 
inating gas a year after insurance 
had been taken out on his life by a 
group of four men who paid the pre- 
mium and made themselves ben- 
eficiaries. Before the crime was de- 
tected the sum of $1800 was paid out 
although the original amount of in- 
surance requested was $3000. An- 
other famous life insurance murder 
was the Goldberg case in Far Rock- 
away. A young man twenty years of 
age was induced by a crooked em- 
ployer to take out life insurance 
making the employer beneficiary. In 
spite of his meager salary of $22 per 
week he was able to secure $70,000 
worth of life insurance paid for by 
the employer. On the date set for the 
disappearance act, the employer was 
to take Goldberg out in a row boat 
off Far Rockaway. Goldberg was to 
jump into the water, swim for the 
shore and disappear into the woods, 
and subsequently escape to Europe, 
Asia or some far off country. The 
employer in the meantime was sup- 
posed to collect the proceeds of the 
insurance and remit one-half to Gold- 
berg. Unfortunately for Goldberg 
he was not a good swimmer and at 
the last moment he decided not to fall 
overboard. The employer therefore 
assisted him but not until some people 
on the shore had seen what was hap- 
pening. The insurance companies 
fortunately escaped payment of this 
claim, although Goldberg lost his life. 
Other fields of insurance also offer 
illustrations of ‘beating the insurance 
game.” Liability claims offer prolific 
illustrations, A motion picture actress 
was able to secure $108,000 in her 
suit against a New York hotel be- 
cause the water in her bath was too 
hot. Perhaps it might be added that 
most of us do not take a bath until 
we have tested the temperature of the 
water with our hands or feet. There 
is also the story of the world’s cham- 
pion “wreck” who is at present in 
safe keeping in a Chicago jail. When- 
ever this person saw a wreck or heard 
of one he hastened to the scene and 
if possible got under the debris. Sub- 
sequently he was able to collect 
hundreds of dollars from the various 
insurance companies for personal in- 
juries. Once it was necessary for 
him to travel twenty-four hours in 
order to get to a railroad wreck. 


N the accident and public liability 
field the “human pin cushion” 
offers a splendid illustration of pro- 
fessional “milking” of the insurance 
companies. This person was able to 
secure more than $50,000 from cas- 
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ualty companies over a period of four 
years. He worked in all the large 
cities as far west as Cleveland, Ohio. 
To illustrate the method used, this 
person would go to a city like Syr- 
acuse, N. Y. in which he would make 
arrangement with some questionable 
person carrying automobile liability 
insurance so that this person would 
run up on the sidewalk in order to 
avoid colliding with another car. Soon 
thereafter this “pin cushion” would 
be found helpless and groaning on the 
sidewalk. The patient would be 
taken to a hospital and there it 
would be found that the victim had 
suffered total paralysis of the lower 
extremities. The usual test made by 
doctors and surgeons was the piercing 
of his body with pins or some sharp 
instrument and securing no nervous 
reaction. In view of the verdict of 
well known surgeons and physicians, 
the insurance companies would settle 
immediately for amounts varying 
from $5,000 up for disability. This 
person would never remain in the 
hospital for more than two days. An 
immediate settlement was usually 
made because the victim wanted to 
return to his native Italy to spend the 
last few remaining days with his fam- 
ily. By the use of some drug or some 
injection he was able to fool even the 
best of surgeons. But this is part of 
a carefully laid scheme of beating the 
insurance companies, 

Restauranteurs have been frequent 
victims of the public liability racket. 
In fact only through a protective or- 
ganization of restaurant owners who 
were thus able to hire capable lawyers 
to fight claims, have they been able to 
prevent high liability insurance rates. 
The story of the “mice men” is sim- 
ilar to that heard concerning glass and 
hardware victims. ‘Recently some 
New York restaurants have had a 
veritable epidemic of mice in chicken 
pies, beef stews, etc. Two men, one 
a cigar store clerk, the other a news- 
boy, both working independently, op- 
erated under the advice and direction 
of a man higher up who received 
one-third of the proceeds for picking 
the locations and providing the mice. 
This higher-up accompanied the men. 
The meals were ordered. While the 
victims were away for a moment 
ostensibly getting a glass of water, the 
higher up dropped a foreign sub- 
stance, usually a part of a mouse into 
their food, and then went away to 
await the outcome. Subsequently, the 
discovery led to a noisy commotion 
accompanied with violent nausea on 
the part of the cigar clerk or newsboy. 
The restauranteurs almost always 
were anxious to hush the matter and 
to make immediate settlements since 


they usually carried restaurants pro- 
ducts liability insurance. The claims 
paid ranged from $50 to $150, one- 
third of which usually went to the 
higher-up. This same racket has 
been worked but less dramatically 
with glass in puddings, nails in pies, 
etc. 
@e@ 


OMPENSATION insurance is 

another field in which insur- 
ance companies are called upon to pay 
on doctored up claims. Frequently 
the assistance of higher-ups is also 
secured in such cases. The follow- 
ing illustrations of peculiar decisions 
under which compensation was 
granted indicates how strangely one’s 
occupation may sometimes be inter- 
preted. An employe of a large New 
York dry goods store was attending 
a dance given by the proprietor. 
While dancing this saleswoman fell 
and fractured her wrist and secured 
compensation since it was held that 
this accident arose out of the result 
of her employment. A watchman died 
of erysipelas and pneumonia. There 
was hearsay evidence that he had 
bumped his knee in his employer’s 
engine room ten days before. Death 
benefits were awarded to his widow. 
A minister while picking cherries 
from a tree at his parsonage, fell and 
was injured. This also was held to 
be an accident which occurred in the 
course of his employment and was 
compensable under the compensation 
laws of Pennsylvania. Although 
these payments do benefit the injured 
person, yet industry is thus unneces- 
sarily charged with expenses which 
are illegitimate. However, the insur- 
ance companies and the insurance 
funds are too often considered 
wealthy organizations which are 
handy to dispense charity. 

At present, one fire out of every 
five is presumed to be of incendiary 
origin. In New York City, during the 
past year, a number of professional 
“torches” have been discovered. In 
Brooklyn, a Samuel Skoblow, one of 
the best known ‘“‘torches,” admitted 
on the witness stand that he had set 
at least fifty-five fires for pay. In 
this particular case, one of the master 
minds was a former Deputy Fire 
Marshal. The insurance companies 
are sometimes to blame for the reck- 
less losses. One Fire Commissioner 
was able to secure $127,000 worth of 
insurance on 135 different policies on 
property worth $3.96. Although this 
may seem as an indictment of the in- 
surance companies, they would prob- 
ably not have to pay in the event of 
a loss since adjusters would almost 
certainly discover the fraud. In 1932, 

(Continued on Page 26) 
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The Function of Mutual Insurance 


in Preventing Industrial Accidents 
By JOHN R. COMMONS 


PROFESSOR, UNIVERSITY OF WISCONSIN 


Reprinted from Coverage 


CAN tell you only of my own 

experience 25 to 30 years ago in 
promoting the safety of employees 
by means of mutual insurance by 
employers. I have had no experience 
in other lines of casualty insurance. 
It was forty years ago that I got my 
first ideas of how wonderfully effec- 
tive mutual insurance can be made 
in preventing casualties by my ac- 
quaintance with the fire prevention 
work of the mutual textile corpora- 
tions in Massachusetts. I learned this 
principle of human nature; that if 
you think somebody else, say, a stock 
corporation or the state government, 
is going to pay for your losses on ac- 
count of fire or accident, then what is 
the use of taking extra precautions 
to prevent fire and accident? But if 
you know that you yourself must pay 
your own losses then you will take 
extra precaution to prevent the fire 
or accident. 

This is human nature. We hear it 
often said that you cannot bring about 
social reform because you cannot 
change human nature. But | have 
seen human nature actually. changed 
in the state of Wisconsin in less than 
twenty-five years by mutual insur- 
ance and a change in the laws of the 
state. Employers were formerly neg- 
ligent about the health and safety of 
their employees. Indeed their negli- 
gence was so notorious that it was by 
far the strongest and most bitter ar- 
gument brought forth by communists 
against the whole capitalistic system 
which they proposed to abolish. They 
had a battle cry: “Capitalists make 
their profit out of the blood of their 
employees.” And their battle cry was 
true to the facts at that time. 

But we hear that battle cry no 
longer in this state. The employers 
themselves have changed their human 
nature. They have built up in their 
industries the strongest safety move- 
ment in the United States, and the 
watchword of employers in this state 
has become, not how to defeat their 
employees in a suit for damages at 
law, but what they call the “Safety 
Spirit” that prevents accidents or re- 
stores to health their employees just 
as soon as the best medical and hos- 
pital care can do it. 

This change in human nature has 
not abolished the profit motive. It 
has changed the motive from making 


profit out of injuries to their em- 
ployees to making profit out of the 
prevention of those injuries. This 
change in the profit motive I attribute, 
more than anything else, to mutual 
insurance and the cooperation of the 
state government with employers in- 
stead of antagonism and criminal 
prosecutions. Human nature, in this 
case, has been changed by changing 
the direction in which capitalistic 
profit can be made. I have an idea 
that it can be changed in many other 
fields by mutual insurance and state 
cooperation. 
eee 

Y next experience was in i907 
4 in the factories of the United 
States Steel Corporation at Pitts- 
burgh. I was there supervising an 
investigation of accidents in the steel 
industry. That industry was reputed 
to be the most ruthless and dangerous 
of all in the United States. 

They were just beginning to em- 
ploy safety engineers to prevent ac- 
cidents. 1 made the acquaintance of 
these engineers. At that time em- 
ployers throughout the country were 
resisting all efforts to bring about 
changes in employers’ liability laws 
by making employers responsible for 
all accidents to employees whether 
caused by the negligence of the em- 
ployee, the hazards of the industry, 
or by the fault of the employer him- 
self. It was contended that those new 
proposals of universal workmen’s 
compensation would greatly increase 
the costs of production, and these in- 
creased costs would have to be shifted 
to higher prices of their products to 
be paid by customers and consumers. 

There were at that time no mutual 
insurance companies to which we 
could point as examples of actually 
reducing the costs of insurance by 
preventing accidents. We had to 
point only to what individual em- 
ployer corporations had been able to 
do. The then existing employers’ 
liability companies also took the same 
ground as the employers, and actually, 
in Wisconsin, they doubled or trebled 
the insurance premiums on all em- 
ployers who came under the new 
compensation law after it was enacted 
in 1911. So strong was their opposi- 
tion that the law was made voluntary 
and only about ten per cent of the 
employers in the state volunteered to 
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come under the law. Not until sev- 
eral years afterwards was the law 
made compulsory on all. 

But I had been shown by the safety 
engineers of the Steel Corporation 
that if they were permitted and em- 
ployed to go into the factories with 
their plans to prevent accidents there 
would be no increase of costs what- 
ever and therefore no decrease of 
profits, no raising of prices to cus- 
tomers, and no need of raising the 
premiums charged by employers’ li- 
ability companies. Universal work- 
men’s compensation would cost no- 
body anything above the older laws 
of liability, if accompanied by the re- 
duction of accidents by qualified 
safety engineers. 

I puzzled several years as to how 
this idea, coming to me from the 
safety engineers of the Steel Cor- 
poration, of not increasing and ac- 
tually reducing the costs of work- 
men’s insurance could be gotten over 
to the people and the legislature of 
Wisconsin. Then, in 1910, I made 
the acquaintance of Dr. W. A. Fricke, 
formerly Superintendent of Insur- 
ance in this state. He showed me how 
it would be a very simple matter. 
Merely let the legislature authorize 
the creation of employers’ mutual in- 
surance companies with power to 
employ safety engineers. Let these 
companies compete freely, without 
discriminations, with the old line 
companies. He was himself at that 
time drafting the articles of incor- 
poration of such a mutual company. 
I proceeded to draft an Industrial 
Commission law for the state where- 
by accident prevention and work- 
men’s accident insurance should be 
brought together under the same state 
commission, and the state would co- 
operate with employers, instead of 
antagonizing them, in reducing acci- 
dents and thereby reducing the costs 
of accident insurance compensation. 

ee @ 

HIEN the new law was enacted, 

in 1911, [-was made one of the 
three state commissioners, and, at 
about the same time, Dr. Fricke or- 
ganized and became manager of the 
first Employers Mutual Liability In- 
surance Company, with headquarters 
at Wausau. 

We called it the Wausau Mutual. 
Fricke proceeded to organize his 
safety department, and I proceeded 
to organize safety committees of em- 
ployers, employees, factory inspectors, 
and safety engineers throughout the 
state. These safety committees were 
to draw up rules and regulations for 
the various industries, to be then is- 
sued by the Industrial Commission as 
orders having the effect of law. I 
had an idea, with which Fricke 
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agreed, that his Wausau Mutual 
would be able to prevent accidents far 
better than the state’s factory in- 
spectors. Our Industrial Commission 
soon found that this was distressingly 
true. We found that Fricke’s organ- 
ization was pulling away from us, at 
higher salaries, some of the very best 
of our factory inspectors. I see that 
one of them, Mr. A. L. Kaems, now 
over 75 years of age, is still on their 
list of safety engineers, as head of 
their punch press work. Indeed, I 
find among the copies of letters fur- 
nished me by the Wausau Mutual a 
letter from a policyholder containing 
this statement: “Several weeks ago 
Mr. A. L. Kaems appeared at our 
plant as safety engineer for your 
company. I was particularly pleased 
... Mr. Kaems understood the prob- 
lems of the factory and could talk 
shop with the superintendents 

we had two problems . . . the writer 
discussed these with the idea that Mr. 
Kaems could probably from his vast 
experience find a clue to solve them. 
The same afternoon Mr. Kaems re- 
turned and offered suggestions 

one of the jobs is finished, the other 
is developed . . . you may be sure that 
we appreciate this and that any sug- 
gestions from Mr. Kaems will not go 
unheeded.” 

I had to laugh when I read that 
letter. It came from a company with 
which our Industrial Commission had 
had the greatest of difficulties and 
abusive opposition 25 years ago, when 
the same Mr. Kaems was one of our 
factory inspectors. This letter in 
1934 certainly showed a change in 
the human nature of that manufac- 
tory corporation. 

But it was not a change in them 
alone. We found that all our factory 
inspectors hated their job of snoop- 
ing around to find violations of law 
by employers and then acting as 
prosecuting witnesses. All of them 
were glad when we changed them to 
safety engineers to cooperate with 
employers in preventing accidents. 
Mr. Kaems became probably the best 
man in this country on the prevention 
of punch press accidents. I wonder 
if the State of Wisconsin, under the 
old law, would ever have discovered 
his abilities or kept him as long on 
the state payroll. But the Wausau 
Mutual took him from us and keeps 
him in old age, because he makes 
more profits for their employer pol- 
icyholders than could any other man 
by reducing accidents on this most 
dangerous class of machines. Human 
nature had changed all around when 
mutual insurance and state coopera- 
tion took the place of prosecutions, 
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district attorneys, jury trials and lit- 
igations, 
e® @ @ 


THER able men _ were also 

pulled away from the Industrial 
Commission by the Wausau Mutual. 
Their Secretary, Mr. W. H. Burhop, 
was the head of our statistical depart- 
ment. It is he that furnishes me with 
statistics and information which keep 
me up to date regarding the opera- 
tions of this mutual. He has fur- 
nished me, through their Safety De- 
partment, this bound volume of 
‘Special Safety Engineering Reports 
and Insurance Recommendations.” 
He has sent me similar reports in 
previous years. I turn them over to 
my colleague, Professor Lescohier, 
who conducts the course on safety 
and health, for his use and the use of 
his students. 

1 am amazed at what is here shown 
of the wide activities of this mutual 
at the end of 25 years. 1| think this 
compilation should be in the hands oi 
every mutual insurance company in 
the state. The Wausau Mutual 
spends 25 to 30 per cent of their op- 
erating costs on accident prevention. 
1 find the names of 30 safety en- 
gineers operating in the field force of 
their Safety Engineering Depart- 
ment. Would the State of Wiscon- 
sin ever spend that much money or 
employ that many factory inspectors 
and safety engineers, or pay the 
necessary salaries, on behalf of the 
safety and health of workingmen em- 
ployed in this state? No. The tax- 
payers would immediately cut it down 
to probably less than one-fifth the 
amount. Safety work would be con- 
demned as a fad created to make 
more jobs for politicians, or for uni- 
versity graduates who could pass a 
civil service examination. but a mu- 
tual insurance company is not handi- 
capped by these objections. 

I find, also, in this compilation of 
the Wausau Mutual, that the change 
in human nature from negligence to 
the safety spirit is not anything auto- 
matic that comes about by merely 
changing the laws of the state. The 
change requires in addition a most 
expensive education and propaganda, 
conducted by the most expert advice 
to policyholders, as I have just now 
noted in the case of Mr. Kaems. It 
only needs that I should read the in- 
dex of this EmpLoyers MuTuat to 
give an idea of the great ingenuity 
and widespread activities that a mu- 
tual insurance company can event- 
ually put on in the work of preven- 
tion. Here I find No-Accident Con- 
tests, Canners’ Contest, Fleet Service 
for Automobile Drivers, an Industrial 
Hygiene Laboratory, Punch Press 


Service, Logging, Construction, 
Safety Bulletins, even an “Eddie 
Cantor Circular,” Payroll Inserts, 
Seasonal Hazards, Circulars ad- 
dressed to foremen, School Service, 
Organization for Safety in the Shop. 


MIGHT go on with many other 

details and comparisons regard- 
ing the Wausau Mutual. I am not 
playing this company up invidiously 
against any other companies. It is 
only because | know personally from 
its very beginning so many members 
of its staff and can almost consider 
myself, with Dr. Fricke, as one of its 
originators. After 25 years I can look 
back with pride to those days when a 
place was being made for mutual in- 
surance companies in this state, not 
merely for insurance but most of all 
tor the prevention of accidents which 
they were insuring. 

I can see how this idea can be ex- 
tended to many other fields besides 
employers’ liability. The State of 
Wisconsin has extended it even to 
unemployment insurance. I have, 
however, found the greatest difficulty 
in extending this idea of combining 
prevention with insurance in other 
fields and in other states. No more 
difficult, however, | think, when I| 
look back, than the same difficulty 
25 years ago in combining prevention 
and insurance in the field of em- 
ployers’ liability for accidents. The 
opposition then was just as impreg- 
nable as it is today in extending the 
idea to other fields. It is partly due 
to inertia that is afraid to venture 
into anything new. To overcome this 
inertia requires many years of propa- 
ganda, experience, and especially the 
help of experts, like the safety ex- 
perts, of the Wausau Mutual and 
far-seeing experts like Dr. I*ricke, 
25 years ago. 

Most of all it requires putting over 
the idea of a new kind of govern- 
ment. Lawyers, judges, politicians, 
are instinctively opposed to it. It 
takes much business out of their 
hands. They have the traditional idea 
of government as a coercive power 
from above imposing laws and in- 
flicting punishments on those subject 
to their authority. But if we look at 
government as it actually operates, 
what is government? What is the 
State of Wisconsin? What is the 
United States of America? It is the 
political parties that elect the legis- 
lators and judges and appoint the 
hundreds of deputies, inspectors, 
statisticians and clerks who admin- 
ister the laws. It was exactly for this 
reason of party politics that Mussolini 
in Italy abolished the legislature, and 

(Continued on Page 24) 
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‘Mutual Insurance vs. Monopolistic 


State Fund 


Kien is an address given by John L. Train, President of the Utica Mutual 
Insurance Company, before a joint hearing of the senate and assembly 
committees on insurance of the New York state legislature held January 23rd 


at Albany, New York. 


Mr. Train represented mutual companies writing work- 


men's compensation insurance in New York state. 


R. CHAIRMAN, and Gentle- 
M men, of the Commitee : When 

the Workmen’s Compensation 
Law was adopted in 1913, the legis- 
lation provided that employers could 
place their insurance in mutual com- 
panies. Up to that time the law did 
not permit in the State of New York 
the organization of mutual companies 
to write casualty insurance. These 
companies were organized pursuant 
to that law and because of that law, 
and because of the demands of the 
employers to be allowed to insure in 
companies under their own manage- 
ment which would furnish insurance 
at actual cost. 

After 21 years representing these 
companies, I am proud to stand be- 
fore you and say that not a single 
claimant or employee of an employer 
insured in the mutual companies has 
ever been deprived of one cent of 
compensation due to the failure of 
any mutual company transacting com- 
pensation business in the State of 
New York. 

Now, that hasn’t been a_ simple 
proposition. The mutual companies, 
through the cooperation of their 
boards of directors and of their mem- 
bers, have worked out various plans 
between themselves to see to it that 
every claimant received the compensa- 
tion which he was awarded. The com- 
panies are now writing approximately 
ten millions of dollars of premiums 
a year, or approximately 22 per cent 
of the total amount of compensation 
business written in the State of New 
York. 

We have a record that we are 
proud of, and the criticisms there- 
fore that have been made by the pub- 
lic or in the press as to defaults are 
not applicable in any way to mutual 
casualty companies. There are thir- 
teen domestic companies, that is, com- 
panies incorporated under the laws of 
the State of New York, and five com- 
panies from other states doing busi- 
ness in this State. 

Another thing that the mutual com- 
panies have always tried to do: they 
have always tried to see that claims 
were paid promptly, and, if there was 
any criticism regarding any claim by 
labor or any criticism of any delay in 


the payment of any claim brought to 
the attention of those companies, it 
would be given immediate and prompt 
attention. One company, for in- 
stance, has advertised in the official 
book of the New York State Fed- 
eration of Labor each year for the 
last fifteen years, and part of the ad- 
vertisement contains this sentence: 
“Any complaint addressed to this 
company by any person claiming com- 
pensation from any employer insured 
with us will be given immediate at- 
tention.” 
ee @ 


URING that period there has 

been one representative of em- 
ployees. He is here today and he is 
going to vigorously favor this bill. 
I have the greatest respect for him. 
Mr. Curtis has probably on the av- 
erage of once a year either written 
or telegraphed this particular com- 
pany and I know and he knows that 
that particular claim was given im- 
mediate attention. Further than that, 
he has been fair. In a certain case 
where the facts were brought to his 
attention that the claim was without 
merit he withdrew his representation 
in the case. 

In a statement made before the 
New York State Vederation of 
Labor by Commissioner of Labor 
Andrews in September of this year, 
when this State Fund monopoly prop- 
osition was first presented to the 
people of the state officially (I don’t 
agree with all of his address, of 
course), he said: 

“T want to emphasize a final point in 
these comments. It is this. The total num- 
ber of retarded cases existing on July ‘Ist 
as just given as 2,387 is only one and one- 
fourth of 1 per cent of the total number 
of cases that appeared on calendars before 
our referees during the six months of the 
year amounting in all to 189,000. It is 
doubtful whether any administrative agency 
anywhere under the hearing system has 
equalled this speed of adjudication of 
workmen’s compensation claims.” 

We are bringing that point up to 
show that the Commissioner of Labor 
has officially said that there is no 
delay in the payment of workmen’s 
compensation claims. Now let us 


carry this a little further and get the 
As published in the 


actual facts. 
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report of the Industrial Commis- 
sioner for the year 1934, we find that 
there were 338,000 accidents reported. 
There were 356,000 hearings and the 
number of compensation claims in- 
dexed was 151,000. The number of 
appeals taken from the referees to 
the Industrial Board amounted to ap- 
proximately 11,000, of which 5,470 
were made by carriers and employers. 

The majority of the appeals taken 
from the decisions of the referees to 
the Commission were taken by em- 
ployees and not by employers or in- 
surance carriers. Of these cases the 
applications for a hearing were 
granted in 2,950 cases. The balance 
of the claims on which a hearing was 
denied amounted to 1,975 or one and 
three-tenths per cent of the total com- 
pensation claims filed in the State of 
New York for one year. 


I think that definitely proves that 
there is no great delay and it is really 
marvelous when you compare the 
methods of operation in our courts 
with the marvelous system that has 
been inaugurated and in force for the 
prompt payment of compensation 
claims. Another thing that is given 
in this report, on page 64, is this: 
that after those claims were heard by 
the Board, the Industrial Board, 
which is the board of review, in 50 
per cent of the claims the original de- 
cision of the referee was modified or 
reversed, which would indicate very 
clearly and definitely that at the most 
in less than one per cent of the claims 
could it be said that there was any 
delay on the part of an employer or 
insurance carrier in trying to keep 
compensation away from the em- 
ployee. 

ee @ 

HERE is no question that the 

method of determining work- 
men’s compensation claims in New 
York State is the most liberal any- 
where in the world, and it should be 
so. All doubts are resolved in favor 
of the employees We have a prompt 
system that is not tangled with legal 
red tape, and the employee has the 
best chance in the State of New York 
of having his rights protected, better 
than in any place anywhere in the 
world under any similar system. 

Another interesting thing: some of 
the arguments have been that if we 
had a monopolistic fund the benefits 
would be higher than they are today. 
Now taking New York State as 100 
per cent, the benefits in Massachu- 
setts (and I am giving you all the 
main industrial states of the United 
States) are 70 per cent of New 
York; Pennsylvania, 67; New Jersey 
81; Ohio, concerning which we have 
heard so much, 83; Michigan, 76; 


Illinois, 77; and Indiana, 70. So as 
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a matter of fact today, the workmen’s 
compensation law as far as benefits 
to the employee are concerned is 
more liberal than in any competing 
industrial state anywhere within the 
United States. 

Mutual companies are merely ag- 
gregations of employers who central- 
ize their service, the inspection serv- 
ice and the claim service, and, to a 
great extent, are similar to self-in- 
surers. We believe, of course, that a 
centralized service can be operated 
more economically and more effi- 
ciently than each individual assured 
or self-insured could service his own 
risk. Despite the fact that the mutual 
companies have never had any de- 
faults, and that, therefore, a great 
part of this criticism certainly is not 
applicable (in fact, none of it, as far 
as I know) to mutual companies, we 
are in favor of a system to make cer- 
tain that at no time in the future can 
any claimant be deprived of compen- 
sation for which he has had an award. 
We have seen to it in the past. We 
feel certain that it is not so necessary 
in regard to our companies, but we 
favor it in order to make absolutely 
certain and definite that no default 
could ever occur at any time in the 
future, 

Now there has been some state- 
ment made that certain insurance 
carriers won’t write certain risks and 
they have to insure in the State Fund, 
and I can say positively, as far as the 
mutual companies are concerned, and 
I think I can speak for the stock com- 
panies, that if these companies were 
allowed to charge the same rates for 
the extra hazardous risks, or what 
might be called the undesirable risks, 
that the State Fund is allowed to 
charge, we probably would be glad 
to write any risk in the State of New 
York. You want to remember that 
the rating law is not applicable to the 
State Insurance Fund. It has many 
advantages over private carriers, and 
that is one. There are certain risks 
that the insurance companies feel are 
too hazardous to write at the rates 
which they must charge under the 
rating system applicable to the insur- 
ance companies. The State Fund has 
the right to charge a higher rate, and 
if you give that privilege to us we 
will be glad to do the same. 

eee 


MEMBER that the mutual 

companies were organized for 
the same purpose as the State Fund, 
to furnish insurance at cost. The only 
fundamental difference is that the 
mutual companies are under private 
management; that is, they are man- 
aged by their policy holders, the em- 
ployers, while the State Fund is un- 
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der the management of the state. We 
believe that the best system of in- 
surance in compensation or anything 
else is the one that should survive. 
However, we certainly do not be- 
lieve that under any circumstances is 
the monopolistic State Fund going to 
be to the benefit of the employer, the 
employee, or the public. Remember! 
In the final analysis the public pays 
the cost. 

We ask you gentlemen, therefore, 
to disapprove this bill. Thank you. 

(THE SPEECH PROPER ENDED HERE) 

In answer to the question, “Have 
there been many instances wherein 
the mutual companies had to assess 
the policy holders during the past 
four or five years?,” the answer was 
that there have been no assessments 
in that time. 

Said Mr. Train: “The only in- 
stance was in 1916, a short time after 
the law took effect. A small com- 
pany with a premium income of $50,- 
000 insured just a few large em- 
ployers who happened to have a few 
unfortunate accidents. The company 
assessed the policy holders 27 per cent, 
liquidated, paid every claim in full. 
Since that time there has been no 
assessment or no default and every 
company has seen to it, either through 
reinsurance or merger—and our com- 
pany happened to take over about 
three of these companies—that every 
claim has been paid without any 
assessment of any kind on anybody.” 


Industrial Surgery 


(Continued from Page 14) 


tions as infections, disease and sim- 
ilar developments of injuries in em- 
ployment and have correlated this ac- 
tivity with the other great undertak- 
ing of preventing the occurrence of 
the injury itself. 
eee 

PACE does not permit my going 
J into the details of this work, but 
if you will pardon my referring to 
one case that has come to my atten- 
tion recently, it will well illustrate 
what our business is attempting to 
do not only for the employee, but the 
employer. A manufacturer in this 
state received a much needed and 
long deferred order for a certain line 
of textiles, an order which meant em- 
ployment for skilled employees. Soon 
after manufacturing operations be- 
gan, the employees developed, from 
some unknown source, a serious skin 
disease on the hands, Every article 
used in connection with the process 
was suspected, but without results. 
Finally, the manufacturer had about 
decided that it was useless for him to 
attempt to fill the order, until the rep- 





resentatives of his insurance carrier, 
out of the fullness of their experi- 
ence, were able to compare the situa- 
tion at that particular plant with an- 
other a thousand miles away and to 
determine definitely the cause of the 
infection. 

At the beginning of this article, I 
called attention to the fact that “in 
the beginning” the payment of com- 
pensation was considered the first 
essential. I think today, we as a 
business, have concluded that a more 
important thing is to render prompt 
and efficient medical and_ surgical 
service to the injured workman to 
the end that there may be a satisfac- 
tory “end result,” a reduction in loss 
of wages suffered by the workman 
and a reduction in the cost to indus- 


try. 
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Inflation Blown Over? 
(Continued from Page 17) 


therefore, which one should follow as 
guides to extreme inflation are those 
which bear on the Government’s 
capacity to borrow. These include 
(1) the quantity of outstanding ob- 
ligations, (2) the offsetting loans by 
the Government, or rather that por- 
tion of such loans which one may 
reasonably expect to be repaid, (3) 
changes in current interest rates and 
current yields on Government bonds 
and notes, (4) methods employed in 
seeking new credit such as the current 
device of $25 par bonds, and (5) the 
demand for credit from unemploy- 
ment, public works and other pro- 
jects calling for funds in excess of 
current receipts. These and similar 
factors will in the end measure the 
loss of public confidence and the 
probability of extreme inflation. 


Industrial Accidents 
(Continued from Page 22) 


himself appointed the judges and ap- 
pointed all the deputies and in- 
spectors to administer all the laws. 
There is no doubt that he accom- 
plished a wonderful improvement in 
Italy. Perhaps that is what we ought 
todo. I feel that that is what we are 
coming to if we do not clean party 
politics out of the administration and 
judication of our laws. 

But Mussolini went too far. He 
abolished all mutual self-governing 
associations by taking over the ap- 
pointment of their officials. His dic- 
tatorship runs down to not only all 
municipal, town and village govern- 
ments but also to all voluntary asso- 
ciations of employers, employees, 
merchants, chambers of commerce 

(Continued on Page 27) 
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~ Subrogation Rights Of Companies 
Under The Standard Mortgagee Clause 


T is the common practice in the 
insurance of mortgaged prop- 
erty to attach a Standard Mort- 

gagee Clause as a rider to the policy 
for the protection of the mortgagee. 
The Mortgagee Clause operates un- 
der certain conditions to make the 
loss or damage, if any, payable to the 
mortgagee regardless of the fact that 
the mortgagor because of an act of 
forfeiture might have lost his rights 
under the policy. But if the mort- 
gagor has forfeited his insurance 
rights under the policy the mortgagee 
clause further provides that upon 
payment of the insurance proceeds to 
the mortgagee the mortgage debt is 
not extinguished thereby and the in- 
surance company becomes entitled to 
be reimbursed to the extent of such 
payment by way of subrogation to the 
mortgagee’s rights under the mort- 
gage. Therefore, upon any foreclos- 
ure of the mortgaged property after 
the fire the funds provided by the 
foreclosure sale will be distributed ; 
first, to the mortgagee to satisfy the 
balance of the mortgage debt if the 
insurance proceeds received by the 
mortgagee were not sufficient to 
satisfy him in full; second, to the in- 
surance company to the extent of its 
payment to the mortgagee under the 
policy ; and finally, to the mortgagor, 
if any funds remain. 

The right of subrogation is given 
the insurance company only where it 
pays the insurance money to the mort- 
gagee, and the mortgagor has for- 
feited his rights under the policy. 
Thus the company’s right of subroga- 
tion will be considered in this article 
with respect to a situation where 
these circumstances prevail. Where 
a single mortgagee is involved, the 
status of the company’s right of sub- 
rogation is as outlined above. 


QUESTION arises, however, 

where there is a Standard Mort- 
gagee Clause in favor of first and 
second mortgagees, as interests may 
appear. Undoubtedly many com- 
panies believe that, upon payment of 
a fire loss to the first mortgagee un- 
der circumstances which excuse them 
from liability to the mortgagor, they 
become subrogated to the rights of 
the first mortgagee entitling them to 
a lien on the insured property to the 
extent of such payment prior to any 
claims of the second mortgagee whose 
mortgage had not been paid by either 
the mortgagor or the company. 


Let us consider the following case: 

The owner of a farm, encumbered 
by a first mortgage of $7,500 and a 
second mortgage of $4,500 insured 
the buildings thereon for $12,400. 
The policy contained a Standard 
Mortgagee Clause stating that the 
“loss or damage, if any, under this 
policy shall be payable to George and 
Annie Klausmeier, first, and Jesse G. 
and Eliza C. Dilworth, second mort- 
gagee, as interest may appear.” The 
Mortgagee Clause also contained the 
usual provisions which (1) protect 
the “mortgagee” from any act or neg- 
lect of the mortgagor which might in- 
validate the insurance, and (2) sub- 
rogate the company to any rights of 
a mortgagee under the mortgage when 
the company, claiming non-liability 
as to the mortgagor or owner, makes 
payment for a fire loss to the mort- 
gagee. 

Subsequently, there was a partial 
fire loss in an amount which was 
sufficient to pay the first mortgage in 
full, which had been reduced to $7,- 
011.50 at the time of the fire, and 
leave a balance of $800.67 for the 
second mortgage which was still $4,- 
500. The company claimed non- 
liability as to the mortgagor, who had 
committed an act of forfeiture, and 
received a full assignment of the first 
mortgage upon payment of the $7,- 
011.50 to the first mortgagee. The 
second mortgagee refused the tender 
of $800.67, as settlement in full of 
the company’s liability under the pol- 
icy, on the ground that the company 
as assignee of the first mortgage took 
a lien on the premises inferior and 
subsequent to the unpaid second 
mortgage. 

ee @ 

HE Court of Appeals of Mary- 

land considered the above facts 
in the recent case of Mutual Fire Ins. 
Co. of Harford County et. al. v. Dil- 
worth et. al, (June 13, 1934) 17 Atl. 
22, 83 Ins. Law Journal p. 1301, 
which was a suit to determine which 
lien was prior and superior. The 
Court of Appeals affirmed the lower 
court’s decree in favor of the second 
mortgagee. 

The Court of Appeals based its 
opinion upon two grounds : 

(1) The company’s right of subroga- 
tion was based upon and existed because of 
an act of forfeiture committed by the 
mortgagor. The Mortgagee Clause pro- 
vided : 

“and this insurance, as to the in- 


terest of the mortgagee only therein, 
shall not be invalidated by any act or 
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neglect of the mortgagor or owner of 

the within described property.” 
If the Company were given a preference 
it would have the effect of invalidating the 
interest of the mortgagee in the insurance. 
The term “mortgagee,” although in the 
singular, refers to and protects both first 
and second mortgagees. 


(2) The Mortgagee Clause also con- 
tained a subrogation clause in favor of the 
company to the effect that: 

“* * Whenever this company shall 
pay the mortgagee any sum for loss 
or damage under this policy, and shall 
claim that, as to the mortgagor or 
owner, no liability therefor existed, 
this company shall to the extent of 
such payment be thereupon legally 
subrogated to all the rights of the 
party to whom such payment shall be 
made, under all securities held as col- 
lateral to the mortgage debt, or may 
at its option, pay to the mortgagee the 
whole principal due or to grow due on 
the mortgage with interest and shall 
thereupon receive a full assignment 
and transfer of the mortgage and of 
all such other securities; but no such 
subrogation shall impair the right of 
the mortgagee to recover the full 
amount of their claim.” 

The term “mortgagee” although 
printed in the form in the singular 
was intended to refer to and protect 
both mortgagees. The whole Mort- 
gagee Clause form was printed in the 
singular, and through inadvertence it 
was not corrected to the plural. 

The Mortgagee Clause provides 
that “no such subrogation shall im- 
pair the right of the mortgagee to 
recover the full amount of their 
claim.” The company should not be 
given a preference for the $7,011.50 
payment if such impairment is to be 
avoided, because liberal appraisal of 
the farm after the fire was $5,350, 
which would not be sufficient to reim- 
burse the company for its $7,011.50 
payment to the first mortgagee, and 
the second mortgagee would be lim- 
ited to the $800.67 balance of the in- 
surance proceeds for his $4,500 sec- 
ond mortgage. Comparing this to the 
situation existing before the fire, at 
that time the first mortgage of $7,500 
and the second mortgage of $4,500, 
a total lien of $12,000, would have 
been adequately protected by the $12,- 
400 insurance placed on the value of 
the buildings, when added to the value 
of the land. The second mortgagee, 
therefore, if given a prior lien now 
would be given as good an opportun- 
ity to recover the full amount of his 
claim as he possessed before the fire. 

ee @ 


HE Court of Appeals in reaching 

its decision in the above case 
stated that it does not appear, ‘as a 
result of the labor of counsel, or of 
our independent investigation, that 
there are any reported cases decisive 
of the question here raised, with the 
exception of the case of Perretta v. 
St. Paul Fire & Marine Ins. Co., 
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(1919) 106 Misc. 91, 174 N. Y. S. 
131.” The New York case cited is 
directly in point and although it only 
reached the Appellate Division of the 
Supreme Court which affirmed the 
case without a written opinion (188 
App. Div. 983, 177 N. Y. S. 923) it 
was followed by the Maryland Court 
of Appeals. 

The decision in Kimberley & Car- 
penter, Inc. v. Fireman’s Fund 
Ins, Co. et. al. District Court, D. Del- 
aware (Jan. 2, 1934) 6 Fed. Supp. 
255, considered a similar set of facts 
but did not directly involve the ques- 
tion of superiority of liens. The sec- 
ond mortgagee was merely seeking in- 
junctive relief which was refused. 

In a recent issue of a well known 
insurance law publication, a con- 
tributing attorney has stated that, 
where the company is not liable to the 
mortgagor and pays the insurance 
proceeds to the first mortgagee with- 
out paying the balance of the first 
mortgage and receiving a full assign- 
ment thereof, the first mortgagee has 
the first lien to the extent of the bal- 
ance of the first mortgage, and the 
company’s lien then follows taking 
precedence over that of the second 
mortgagee. The question raised in 
the publication presupposed the pres- 
ence of the Standard Mortgage Clause 
involved in the Maryland and New 
York cases discussed above. On the 
authority of the latter cases the state- 
ment of the contributor, which is un- 
supported by authority, seems to be 
contrary to what little case law has 
heen developed on the subject. It is 
true that in such a case the first mort- 
gagee must first be satisfied in full 
but after that has been done the cases 
indicate that the second mortgage lien 
takes precedence over the subrogation 
rights of the company. 

e@e es 


HE reasoning of the New York 

and Maryland cases is not lim- 
ited to the situation where the fire loss 
paid to the first mortgagee equals or 
exceeds the full amount due on the 
first mortgage. It is equally applic- 
able to a case where the fire loss is 
less than the amount of the first 
mortgage. If the second mortgage 
takes precedence over the rights of 
the company where it pays a loss 
equal to the first mortgage and takes 
an assignment thereof in full, it 
would seem that it should take even 
less to give the second mortgagee a 
preferred lien over the subrogation 
rights of the company where the fire 
loss payment was not sufficient to pay 
up the first mortgage and the com- 
pany did not exercise its option to 
take an assignment of the first mort- 
gage in full by paying the difference. 
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This raises the question as to what 
the situation would be if the company 
did exercise this option by paying the 
difference in addition and taking an 
assignment in full. Could the com- 
pany successfully maintain that with 
respect to this additional payment 
only, representing the difference, the 
company takes a prior lien over the 
second mortgagee on the ground that 
it is not based upon an act or neglect 
of the mortgagor, but approximates a 
cash purchase of the remainder of 
the first mortgage? There still re- 
mains the objection that the Stand- 
ard Mortgagee Clause provides that 
“no such subrogation shall impair the 
right of the mortgagee to recover the 
full amount of their claim.” The term 
“subrogation” may or may not refer 
to the entire payment. On the other 
hand, the term “subrogation” might 
be found inapplicable to any part of 
a payment which is made in the 
exercise of an option and includes a 
sum in addition to that for which the 
Company is liable to the mortgagee 
because of the fire loss. The ques- 
tion has not been decided. 

eee 


Loss Prevention 
(Continued from Page 18) 


surance. I present no case as to the 
merits or demerits of the social in- 
surance program. I do believe, how- 
ever, that just as in the organization 
of the fire companies the prevention 
of fires comes first that the primary 
desire is to prevent unemployment, 
and unless whatever scheme is de- 
veloped encourages the efforts of the 
employer and the employee to pre- 
vent unemployment, I am very much 
afraid that the unemployment scheme 
will prove a curse rather than a 
benefit. We should emphasize to the 
employer and to the employee, as with 
every other form of insurance, that 
preventing losses is necessary in order 
that we may go safely ahead. 
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N this drive for social insurance 

it is possible that some of the 
private insurance business may be 
taken over by the states and the fed- 
eral government. Too many advo- 
cates of social insurance are not so 
much interested in the insurance as 
they are in the opportunity to take 
over the insurance business. I be- 
lieve the one thing mutual insurance 
has to offer, a thing which can never 
be duplicated by state enterprise, is 
the thing it gets through cooperation 
of its policyholders in the prevention 
of loss. A state insurance scheme 
ignores completely that part of the in- 
surance business. It recognizes that 
the state can only effectually collect 


money, and in some cases prevent 
losses, but it does not recognize the 
prevention of losses as a primary 
function. If our companies are to 
have a permanent place in the scheme 
of things it will be because we have 
taken advantage of this cooperative 
scheme, something that cannot be 
duplicated in any other way. 

I believe the time has come when 
we should recognize that unless we as 
insurance companies, speaking for 
our policyholders, can get this interest 
of the policyholder in his company we 
have not any business in the insur- 
ance field. Have we a place in writ- 
ing automobile insurance unless we 
have something positive to offer in 
the way of prevention? We have 
saved considerable money for policy- 
holders, but we must do more than 
that, we must prove that mutual in- 
surance can do a job in the prevention 
of loss, in reduction of cost, that can- 
not be duplicated in any scheme of 
government insurance. If we go to 
our jobs stressing that cooperative 
thing, that the policyholders have a 
definite interest, then I think the 
future of mutual insurance can be 
only one of permanence and steadily 
increasing usefulness. 


Insurance Claims 
(Continued from Page 20) 


there were 532 convictions for arson, 
but, in some states, owing to the col- 
laboration of certain officers, it is al- 
most impossible to secure such a con- 
viction. 
ee @ 

MORE specific illustration of 

fire insurance fraud is that 
which occurred in a store which was 
closed at 1 A. M. At 1:30 A. M.a 
call was sent for the fire engines. The 
following morning when the em- 
ployees came to work, they found the 
stock pretty well burned up. That 
same morning, a shipment of mer- 
chandise was taken from some place 
in the upper part of New York City 
and placed in the cellar. The em- 
ployees subsequently put this mer- 
chandise on the shelves and poured 
water on the stock. Most of this 
merchandise had seen a previous fire, 
was worthless and had been included 
on the inventory on which the loss 
was adjusted. All the circumstances 


in the case pointed to an incendiary 


blaze. 

Another illustration of what some- 
times happens in the case of victim- 
ized fire insurance companies is given 
in a loss reported on household furni- 
ture located in an isolated section of 
Digman’s Ferry, Pike County, Penn- 
sylvania. The adjuster proceeded by 
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railroad to Branchville, N. J. On the 
way he met another adjuster who in 
the course of conversation learned 
that his company also had a policy on 
the same property. Arriving at 
Branchville they arranged with a local 
livery man to drive them to Digman’s 
Ferry. It was in the early spring, with 
muddy roads and the ice just break- 
ing up in the Delaware River. There 
was no bridge at that time; an old 
ferry boat, consisting of a scow at- 
tached to an overhead cable, was the 
only method of crossing. The team 
had never ferried before and did not 
take kindly to the trip, especially 
when the huge cakes of ice floating 
down stream would bump against the 
scow. However, the crossing was 
made safely and they arrived at the 
Hotel in time for supper, intending 
to proceed the next day to the scene 
of the alleged loss. 

The hotel proprietor was a genial 
host but when approached regarding 
the fire he was noncommital; no in- 
formation could be obtained. For 
want of something better to do the 
adjuster began looking through the 
old register lying on one end of the 
bar, and in going over the pages sud- 
denly discovered the name of his 
brother-in-law. Turning to the 
proprietor he remarked, “Do you 
know so-and-so?” “Yes, he and his 
friend come here every year and 
spend about two weeks trout fishing,” 
and, continued the hotel man, “Do 
you know him?” “Sure,” replied the 
adjuster, “he is my brother-in-law.” 
The conversation continued along that 
line and as the night wore on the 
hotel proprietor became talkative and 
finally divulged the information that 
it was common gossip that the owner 
of the destroyed property had some 
difficulties, and had moved the larger 
part of the furniture to an adjacent 
town about a week before the fire. 

Both adjusters proceeded to that 
town and with little difficulty located 
the furniture in a storage warehouse. 
Evidently the assured discovered that 
the adjusters not only had knowledge 
of the double insurance which had 
been obtained through different 
agencies, but also of the fact that the 
furniture had been located. The claim 


was never pressed and no payment 
was made. 


eee 
A UTOMOBILE insurance also 
offers many illustrations of 


fraudulent claims against the insur- 
ance companies. The following story 
was told by an adjuster. He had 
been sent to the garage of a policy 
holder to estimate the damage done 
to the car of the assured who carried 
collision insurance and which had 
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been damaged in an accident. He ex- 
amined the car, found the damage to 
be considerable, and put in his recom- 
mendation for a sizeable amount in 
settlement. Several days later he was 
talking to another adjuster in the 
same company who had estimated an- 
other accident to the same car which 
had taken place several months 
earlier. In the second accident all the 
damage had been to the right side of 
the car and in the first one there had 
been a slight damage to the left side. 
The. adjuster who had handled the 
first claim casually asked if he had 
noticed the slight scratch in the left 
door which had not been fixed after 
the first accident. The second ad- 
juster said he had not noticed any 
such scratch although he had ex- 
amined the car very carefully. Con- 
versations, conjectures and finally an 
examination of the car followed. The 
ultimate result was the disclosure that 
the assured had changed the iden- 
tification numbers on the chassis and 
motor on three cars to make them 
identical and thus had managed to 
have the three cars insured for the 
price of the insurance on one. The 
license plates were switched around 
whenever an accident occurred. And 
this was done by a supposedly very 
reputable business firm in New York 
City. 

The following illustration indicates 
that adjusters are sometimes in collu- 
sion with claimants. A very close 
friend of mine had an old car which 
had been ina collision. When the ad- 
juster representing the company in 
which the other car was insured ap- 
peared on the scene, this friend was 
in the midst of placing some second- 
hand and damaged mudguards and 
fenders on his car. The amount of 
real damage was approximately 
$25.00. When the adjuster saw what 
was going on, he suggested a claim 
of $350.00 of which amount $50.00 
was to be given to the adjuster, and 
that was $300 which the public, you 
and I, had to pay in higher auto- 
mobile insurance rates. 


An illustration of cleverness came 
through a small Broadway haber- 
dashery shop covered by a burglary 
insurance policy. Early one morning 
there was a hold-up at 42nd Street 
and Broadway. While one clerk 
called the police another one went to 
the cash register and started to ring 
up all kinds of amounts. Although 
the loss was only $50.00 by the time 
the insurance adjusters came, the 
register showed a loss of $350.00 


which was paid. 
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OST of these may seem old 

stories to those in the insurance 
business. Perhaps some of the 
readers will feel that the insurance 
companies have large amounts of 
money and a few small losses won’t 
hurt them. But the fact remains 
that, after all is said and done, these 
illegitimate claims are paid for by the 
honest policy holders. Stringent pro- 
cedures by the companies backed up 
by greater public cooperation is 
needed to put down this form of 
parasitic racketeering and ultimately 
reduce insurance costs. 


Industrial Accidents 


(Continued from Page 24) 


and the like. But this is not neces- 
sary for us. 


WwW" may take it for granted that 
political parties can never be 
eliminated, and indeed should not be 
eliminated if we propose to maintain 
a democratic system of government. 
It is only because we have popular 
elections and legislatures that we can 
preserve the liberty of mutual asso- 
ciations to participate in drawing up 
their own rules and regulations. 

But we must learn to keep party 
politics within the field where needed 
so that voluntary associations can 
operate in the field where they can be 
effective. This has been fairly well 
done in the State of Wisconsin in so 
far as applied to the field of work- 
men’s accident prevention. As I have 
said, the factory inspectors have 
largely become safety experts helping 
employers and employees actually to 
make the laws for safety to be issued 
as orders and given legality by the 
Industrial Commission. Then we find 
that mutual insurance companies, and 
even self-insurers if they are large 
enough, go much further in preven- 
tion of accidents than the state can 
possibly do with its politics. I look 
with hope on this present movement 
to extend all mutual insurance com- 
panies, with the cooperation of the 
state, into the field of prevention for- 
merly occupied only by the state, just 
as I looked with hope 25 years ago 
when, with Dr. Fricke, I looked for- 
ward to a new kind of government 
cooperating mainly with mutual in- 
surance companies in the prevention 
of accidents to workingmen. 

















JOURNAL OF AMERICAN INSURANCE 





comeene 




















Wise brokers choose 


ATLANTIC 


Small wonder that a rapidly increasing number of 
brokers who are practical as well as conscientious 
are turning to the Atlantic for marine insurance. 


Atlantic is the largest mutual marine and transpor- 
tation insurance company in the world writing 
OCEAN, INLAND, YACHT and TRANSPORTATION 
insurance. It is 93 years old. 


Atlantic is strong financially. Its present surplus is 
more than $9,000,000. 


Atlantic writes a profit-sharing, but non-assessable 
policy at standard market rates. Present cash divi- 
dend is 15%. 


Atlantic's reputation for prompt and equitable loss 
settlement is second to none. 


Atlantic pays commission to brokers on the same 
basis as other reliable companies. 


Consult our Brokerage Department 
for full information. 


ATLANTIC MUTUAL INSURANCE CO. 
Home Office: 49-51 Wall St. (Atlantic Bldg.) New York 


Baltimore - Boston - Chicago - Cleveland - Philadelphia - Washington 
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N EXT to actual protection, the first and most 
important duty of Mutual Casualty Insurance Com- 
panies is to save money for their policyholders. 

In order to do this, the companies must operate suc- 
cessfully, and at a profit. Naturally, this necessitates 
adherence to sound and conservative investment poli- 
cies. But it also demands a low loss-ratio. 

Mutual Casualty Insurance Companies keep down 
their loss ratio by the simple and effective process 
of selecting risks with extreme care . . . and by ex- 
ercising every constructive precaution to make those 
good risks better. Mutual Casualty Companies do a 
thorough, effective job of accident-prevention. They 
invest time and money in it. They engage in re- 
search . .. distribute printed matter to policyholders 


Hardware Mutual 


Dallas, Texas 
Detroit, Mich. 
Duluth, Minn. 
Fond du Lac, Wis. 


Appleton, Wis. 
Atlanta, Ga. 
Boston, Mass. 
Buffalo, N. Y. 
Chicago, Ill. 





Home Office: Stevens Point, Wisconsin 


Indianapolis, Ind. Minneapolis, Minn. Portland, Oregon 
Los Angeles, Calif. Newark, N. J. 
Madison, Wis. 

Milwaukee, Wis. 





n Ounce of Prevention... 


. . . train company representatives, and cooperate in 
every way with the accident-prevention bodies of city 
and state government. 

Policyholders in Mutual companies receive far more 
than the proverbial ounce of prevention .. . they re- 
ceive constant, active, aggressive help in preventing. 
accidents, and they receive also the substantial sav- 
ings that are indirectly made possible through this 
work. 





Hardware Mutual Casualty Company policyholders have 
profited well from this ounce of prevention. In 1934, 
alone this company was able to return more than 
$1,187,000 in savings to policyholders! 











Casualty Company 


Rochester, N. Y. 

St. Paul, Minn. 

San Francisco, Calif. 
Toronto, Canada 


Omaha, Neb. 
Owatonna, Minn. 
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“WELL DONE?” 


‘**Well done’’, said a practical financier when 


he analyzed the figures, showing that the Federal 
Mutuals had returned $52,070,625.89 in dividends 


to policyholders since organization. 


**Well done’’, said the president of a large 
manufacturing institution when he was given the 
facts about Federal Mutuals’ established reputa- 


tion for prompt payment of losses. 


**Well done’’, said the owner and operator of 


several large buildings, when his auditor showed 


him the savings he made last year by insuring 
his properties with the Federal Mutuals. 
**Well done’’, said a merchant when he saved 
$269.50 last year on his Federal Mutual insur- 
ance premiums. 

And so the achievement becomes more out- 
standing year after year—new friends are added 
to the already large list of satisfied clients who 
help the Federal Mutaals in their march of pro- 
gress—all of which proves the old adage, “Work, 


well done, endures.” 


DEPARTMENT OFFICES 


Atlanta, Ga. 
Boston, Mass. 
Chicago, Ill. 
Dallas, Texas 
Detroit, Mich. 
Duluth, Minn. 


FEDERAL 


Indianapolis, Ind. 
Los Angeles, Calif. 
Milwaukee, Wis. 
Minneapolis, Minn. 
Newark, N. J. 


Owatonna, Minn. 


Portland, Ore. 

St. Paul, Minn. 

San Francisco, Calif. 
Stevens Point, Wis. 
Toronto, Ont. 
Winnipeg, Man. 


HARDWARE & IMPLEMENT MUTUALS 


HARDWARE MUTUAL FIRE INSURANCE COMPANY OF MINNESOTA, MINNEAPOLIS, MINN. 
HARDWARE DEALERS MUTUAL FIRE INSURANCE COMPANY, STEVENS POINT, WISCONSIN 
MINNESOTA IMPLEMENT MUTUAL FIRE INSURANCE COMPANY, OWATONNA, MINNESOTA 























23rd ANNUAL STATEMENT 


Statement at the close of business December 31, 1934, as reported to 
the Department of Insurance, State of Illinois 


pee on amortized basis. Actual market values of 
all securities exceed the values used in this statement. 


ASSETS 


U.S. Government bonds x $ 7,276,561.12 
State, county and municipal bonds 3,347 488.39 
Canadian and other bonds and stocks 2,363 ,523.73 
First mortgage loans on real estate | 806,181.42 
Real estate (including home office site) 885,800.00 
Cash in banks and on interest | 358,583.38 
Premiums in transmission 2,250,292.69 
Due on account of reinsurance 87,863.34 
Accrued _ interest 169,456.04 


Total cash assets $19,545, 750.11 





LIABILITIES 


Reserve for losses $ 9,350,563.57 
Reserve for unearned premiums 5,696,452.00 
Reserve for taxes, expenses and dividends | 214,230.44 
Reserve for contingencies | 750,000.00 

Total liabilities and reserves $17,011,246.01 
Net cash surplus 2,534,504.10 


Total $19,545,750.11 








Paid for Losses and Returned to Policyholders in Cash Dividends 
Since Organization Over Seventy Million Dollars 





LUMBERMENS MUTUAL CASUALTY COMPANY 
A. nome orrice. cuicaco.u.s.. A 


ORGANIZED ORIGINALLY FOR LUMBERMEN AND NOW ACCEPTING GOOD RISKS IN ALL CLASSES OF BUSINESS 











